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Tune in ... on Each Department of
Your Business Every Morning
This method gives you the vital facts
and figures every morning at nine
IKE the general who is directing his army, the

executive must keep in touch with
Leverysuccessful
unit of his organization every day.

And the kind of reports that enable him to reach
his objective consist of cold figures — brought right
up to the minute. “Everything’s fine,” may sound
encouraging from a department head but your de
cisions reflect a much truer picture when you act on
concrete evidence: “Shipments 1525”; “sales
$21,350”; “cash in banks, $49,780” . . . and so on.
With Elliott-Fisher you get these vital figures
every day . . . from every department of your
business. Not a month old or a week old, but posted
up to the very hour when business closes for the day.
The next morning a summary is placed on your desk
showing exactly what was accomplished the day
before.

Elliott-Fisher Accounting-Writing Equipment
gives you complete control by placing the essential
figure facts in front of you before they become
ancient history.
Without adding a man to your payroll, or in any
way confusing your present plan, Elliott-Fisher
machines consolidate your accounting methods into
a single, unified plan. Hundreds of business firms
that are distinguished by their efficient management,
use Elliott-Fisher.
We’d like to tell you more
Elliott-Fisher plays in
below and we shall be glad
send you full information.
If you wish

will call

Elliott-Fisher
Flat Surface Accounting-Writing Machines
GENERAL OFFICE EQUIPMENT CORP.
Division of Underwood Elliott Fisher Company

General Office Equipment Corporation
342 Madison Avenue, New York City
Gentlemen: Kindly tell me how Elliottcloser control of my business.

342 Madison Avenue, New York City

Name.................................................................................................................

“Underwood, Elliott-Fisher, Sundstrand,
Speed the World's Business"

Address.............................................................................................................
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The Walton
Record
will help you
to decide
The splendid record of the Walton School
demonstrates two facts: that it pays to train
yourself for higher Accountancy, and that
Walton training can help you to achieve your
ambition.

We will gladly mail
your copy Free

The Walton Record Shows
Numerous Successes

The book you see illustrated above has actually
helped scores of men to attain the better things
in life. For here is a book that clearly tells you
the possibilities for advancement in executive
and professional accountancy. It explains
exactly why business pays big rewards to men
who are trained in this particular line. For
accountancy, after all, is the very life’s blood of
modern business.
In the face of this evidence you really owe it to
yourself to send for the book that tells all about
the Walton Training in Accountancy. It costs
you nothing — yet reading it may be the turn
upward in your career. Mail the attached
coupon today and get your copy of “The
Walton Way to a Better Day.”

A Walton-trained man won highest hon
ors and the gold medal award in the May,
1928, Illinois Certified Public Accountant
Examination. Seventeen (more than forty
per cent) of the forty-two successful
candidates were Walton students.
More than 950 Walton students have passed
the C. P. A., C. A., or American Institute
examinations (counting only once, students
successful in more than one).
For nine consecutive years Walton students
won special distinction in American Institute
examinations.
Walton students have won nineteen medals
offered by the Illinois Society of Certified
Public Accountants for high standing in the
Illinois Semi-Annual Examination.
Walton: Courses have been endorsed and used
by more than 250 leading educational institu
tions, from Massachusetts Institute of Tech
nology in the East to the Universities of
Washington and Oregon in the West.

George J. Tegtmeyer
C.P.A.
Secretary

Day and Evening Classes and
Correspondence Instruction
As day classes are started at frequent intervals
it is usually possible for a day student to begin
almost at any time at the point in the course
for which his previous education and experience
qualify him. Evening resident classes start in
September and January.

Walton School
Commerce

348-358 McCormick

Building
Chicago

WALTON SCHOOL OF COMMERCE, 348-358 McCormick Building, Chicago
Without obligation on my part, please send me the copy of “The Walton Way to a Better Day,’’ and suggestions as to what you can
do to help me advance in the business world.
Name...........................................................................................................................
(□ Correspondence Instruction
Address....................................................................................................................................................
I AM {
City and State.................................................

.......

Interested { □ Resident Day Classes
IN

□ Resident Evening Courses
When writing to advertisers kindly mention The Journal or Accountancy
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Do Your Forms Always)
Fit the Machines ?
Undoubtedly "Yes” if
you believe in standardization
and purchase all forms from a
single source. Unquestionably
if you order from a vari
ety of sources.
The practice of shopping in
the purchase of letterheads,
journal and ledger forms,
punched ledger cards, and gen
eral office forms leads to a col
lection of misfits that delay
office production and inflate
office expense.

Wise purchasing agents order
and reorder from Remington
Rand. They buy standard
forms that never vary from
year to year, that fit machines,
binders, files and books of
record perfectly. We’ll glad

Remington Rand
BUSINESS

SERVICE

INC.

Buffalo, N. Y.
Sales Offices in all Principal Cities
REMINGTON RAND BUSINESS SERVICE Inc., Remington Rand Building, Buffalo, N. Y.
Gentlemen: You may submit samples of forms for

Name................................................................................................................. Firm................. ...............................

Address
AI-5

............ .....................

-. ------------------------- ----

State.......................... .......................
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Just Out - -

The long-needed book on the important problem of organ
izing the routine of accounting under machine processes and of
choosing and installing the most suitable machines to get the
work through at lowest cost, in most usable form and on time.

Accounting by
Machine Methods
— The Design and Operation of Modern Systems —
By H. G. SCHNACKEL and HENRY C. LANG
Of the Firm of Lang, Schnackel & Co., Certified Public Accountants
professional and executive accountants alike,
important new book provides a starting
TOthis
point for the study of the whole problem of accounting

by machine methods. It is an impartial, authorita
tive guide which you can follow from the preliminary
survey of any company’s needs to devising and op
erating the completed system of machined records.

Starts with Your Problems—
Not with Machines
The authors have had extensive experience in de
sign and installation of machine applications for ac
counting and statistical work, both in small com
panies and in large ones of national repute.
Recognizing that to start planning the installation
of machine methods from the standpoint of the
machines is hopelessly confusing, they have made
this emphatically a book on meeting the requirements
of your problem — whether it be putting in machines
to replace pen methods, or better organization to get
the maximum out of machines you already have. It
is in no sense a catalog of individual machines.

Gives Information You Must Have
to Choose and Apply Equipment
By considering the fundamental principles in
volved in the use of machines, this book enables you
to answer scores of questions with which you may
have felt yourself unable to cope satisfactorily.
Surveying a business to find the type of machines
it should have; application of the proper equip
ment; development of the most suitable routine
for handling paper work and accounting processes
—billing, receivables, payables, installment sales,
materials control, payrolls, ledgers, etc. — these
are the things you have to plan and accomplish,
and these are the things the book covers.

Here Is What This Book Does:

1. Answers questions of “how” and “where” machines
can be effectively applied in any individual business;
2. Shows you just what economies and other betterments
you can expect machines to accomplish;
3. Explains types of machines available, and character
istics of each according to work it is required to perform;
4. Describes fully the operative accounting routine
required for best results from each type;
5. Shows how machines can be successfully installed and
operated in typical lines of business.

554 Pages —105 Charts and Forms

How and Where to Effect Savings
You know from experience how materially
changed, in most cases, is the “orthodox” procedure
for machines from that under “pen methods.”
These changes are the foundation of the big savings
you can make or suggest for any company adopting
mechanical accounting. The combination of several
operations into one; cross-checks that render much
detail work unnecessary; dovetailing of accounting
with work of other departments—these are just a few
of the resources the ingenious accountant has at his
command, and which this book helps you use.

you examine this book if we send
it, delivery charges prepaid? Just fill
WILL
out and mail order form below. Price $7.50.
— — — — — USE THIS ORDER FORM ——————

The Ronald Press Company

15 East 26th Street, New York, N. Y.

Send me postpaid Accounting, by Machine Methods, the
new book by Schnackel and Lang. Within five days after its
receipt, I will either send you $7.50 in full payment or return
the book to you.

Name....................
(please print)
Business Address
City

State

Firm
M. 143

Position

Signature.................................................................

(Outside continental U. S. and Canada, cash plus 25c shipping),

When writing to advertisers kindly mention The Journal of Accountancy
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Revised Edition!

Important Gregg Texts
for Accounting Students
and Teachers

Rational Bookkeeping
and Accounting
By Albert G. Belding, B. S., and
Russell T. Greene, A. M.
A two volume course in elementary
accounting and bookkeeping technique.
Develops the subject by means of the
arithmetical formula which underlies the
accounting process: Given the Assets,
Liabilities, and Capital at the beginning
of a period and all changes in each during
the period, to find the Assets, Liabilities,
and Capital at the end of the period.

Theory, Auditing and Problems
A four-volume digest of problems and ques
tions given in 838 C. P. A. examinations by
accountancy boards in 48 states; November,
1927 papers are included. Distribution is:
California......................
Florida............................
Illinois.............................
Indiana...........................
Massachusetts..............
Michigan.......................
Missouri.........................

36
23
41
22
16
20
23

New Jersey.....................
16
New York....................... 60
Ohio................................. 22
Pennsylvania.................. 30
Washington.................... 30
16
Wisconsin.......................
Other States................. 483

The four, buckram-bound volumes contain 400
problems and 5,606 questions, classified in
related groups, with lectures authenticated by
7,579 specific references to recognized accounting
authorities. Volume II solves problems in Volume
I; Volume IV problems in Volume III. Time
allowances are given so problems may be solved
under C. P. A. conditions.
A Golden Opportunity
This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solutions
and time allowances.

FREE EXAMINATION COUPON
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days approval books checked.
□ Complete Set (Four Volumes. 1,835 pages). $15.00
□ Volume I and Solutions (Vol. II), $7.50
□ Volume III and Solutions (Vol. IV), $7.50

J

I agree to pay for the books or return them postpaid within
five days of receipt.

Signed....................................................................................................

Street......................................................................................................

List Prices: Elementary Course, $1.50;
Advanced Course, $1.50;
Practice Set, $1.20

Basic Accounting
By George E. Bennett, A. B., LL. M.,

C. P. A.
Treats those basic principles of accounting
which are somewhat in advance of those
developed in the usual bookkeeping course,
but is so correlated therewith as to leave
no gap in the process of transition from
bookkeeping technique. Hundreds of ques
tions and problems test knowledge of
theory and supply essential laboratory
practice.
List Price, $5.00

Mathematics for the
Accountant
By Eugene R. Vinal, A. M.
A course in Actuarial Science for the
accountant who desires to prepare for the
American Institute of Accountants or
C. P. A. examinations of the various
states. Designed to give the accounting
student a maximum of training in a
minimum of time.
List Price, $3.00

THE GREGG
PUBLISHING COMPANY
NEW YORK
CHICAGO
SAN FRANCISCO
TORONTO

City.........................................................................................................
Write for Illustrative Circular
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ADD-MULTIPLY-SUBTRACT-DIVIDE-THE MARCHANT SHORT WAY

Their

‘partial payments’
figuring job
cut from 3 hrs
to 5 min

MARCHANT

It was a Building Company. It
used to take them 3 hours to
figure their “partial payment”
plans. Now it takes them 5
minutes, — with Marchant’s
unique, time-saving features.
It paid them to install Mar
chants. Probably it would pay
you.
Matchant differs from other
calculators. It’s the simplest
and easiest for addition, sub
traction, multiplication, and
division. But Marchant goes
way beyond that. It is su
premely adaptable to “shortcutting” — “short-cuts” that
require no complicated me
chanical procedure whatever.
No mental work. You merely
direct the machine — and
write down the answers.

Anyone can run a Marchant.
No special training required.
No special help. No checking
or rechecking. All factors are
visible.
If your organization does any
figuring at all —even if you
now have a calculator —you’ll
want a copy of “Eliminating
Mental Work from Figures.”
It’s free. Mail the coupon.
Marchant Calculating Ma
chine Company, Oakland,
California. Offices in all prin
cipal cities in the United
States. Representatives in Can
ada, and in all foreign coun
tries. Sixteen years building
calculating machines — noth
ing else.
* A Philadelphia Builder

Calculators
SET THE STANDARD

Marchant Calculating Machine Company, Oakland, California.
Please mail booklet, “Eliminating Mental Work.”
Name...............................................................................................................................
Company........................................................................................................................
Address..................................................................................................................... 559
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WHOLESALER

Visible Records
Hydroiloid Sheets!
New Tough

Waterproof

To the simplicity and convenience of the Irving-Pitt
VI-DEX, we now add another feature—hydroiloid paper!
Records kept on hydroiloid paper last almost forever.
This tough stock is patented and wears like iron—won’t crack
or become dog-eared. It is grease and water proof—and it
“sets” the ink of both pen and typewriter so that perspiring
hands can’t blur it.
There are two types of VI-DEX. The Prong Binder
VI-DEX for large, the Ring VI-DEX for smaller installations!
The VI-DEX Accounting Outfit—specialized for various
professions and businesses—will save your time—help your
clients.
Accountants all over the United States are recommend
ing VI-DEX—as the surest means of simplifying detail and
saving time. Ask your Irving-Pitt Stationer.

Irving-Pitt Manufacturing Company
NEW YORK

RETAILER

KANSAS CITY

LOOSE

Forms, Binders, Ring Books,
Machine Posting, Visible Equip
ment and Accounting Systems,
When writing to advertisers kindly mention The Journal

of

Accountancy
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Every Accountant’s Library
Should contain the following Manuals, each one
an invaluable aid and reference for Accountants
engaged in System Installation Work.
Each volume is substantially bound and contains
full accounting procedure, Chart of Accounts and
actual samples, (not illustrations or sketches) of
all forms required for installation.
Each represents years of research. Only ideas
and methods tested and proven by leading con
cerns in the respective line of business are given.

Hadley’s Pathfinder System for
Hotels and Clubs ..................................... (Size 11x14) $ 6.50
Manufacturing Concerns ..........................
”
5.00
Automobile Dealers ................................ "
“
5.00
Ford Automobile Dealers ........................ “
“
3.50
Laundries .................................................. “
"
5.00
Contractors and Builders ........................ “
"
5.0
Plumbers and Electrical Contractors ..."
"
5.00
Finance Companies ................................... “
5.00
Truck Cost Accounting ............................ “
“
3.00
Trust Dept. Accounting .......................... “
"
10.00
Realtors and Subdividers ........................ “
“
2 00
Wholesale and Retail Merchants ........... ”
11x11
3.00
Insurance Agencies ................................... “
"
5.00
Personal Accounting ............
"
7x11
2.00
Any of above Manuals SENT PREPAID in United
States upon receipt of price, subject to refund if de
sired upon return in good condition within 15 days

Charles R. Hadley Company
General Offices: Los Angeles, California
Seattle

San Francisco

Detroit

Portland

----------------- —--------------------

New York

Sacramento pathfinders
IN

Accounting
Method
By C. Rufus Rorem, Ph.D., C. P. A.

“ ... this book is not merely a theo
retical treatise. It deals with theories
from a very practical aspect and leads
up to an instructive summary of the
activities of public accountants." —
Accountant (London)

“The clarity of the presentation and
the novelty of the quantitative treat
ment should make the book valuable to
readers other than elementary college
students. Many a practising accountant
could profit by a study of this book.
. . . "—American Accountant

LOOSELEAF

SYSTEMS

Packinghouse
Accounting
Prepared by the Committee on Accounting
of the Institute of American Meat Packers
Revised and edited by Howard C. Greer

The accounting principles and methods
followed in a large and complex in
dustry, the unique and ingenious de
vices which have been developed for
obtaining and presenting managerial
information are now documented with
something approaching completeness
for the first time.

“A book from competent hands, both
expert and practical . . . aimed at
improving business methods at the
source." —Financial Chronicle

The C. P. A. who is at the call of many
types of business will have particular
need of this book as a tool. The ac
countant in other industries will be
able to apply certain of the practices of
this specific industry to his own
problems.

§4.50, postpaid $4.65

$4.00, postpaid $4.15

The University of Chicago Press
When writing to advertisers kindly mention The Journal

of

Accountancy

VIII

THE JOURNAL OF ACCOUNTANCY

The

AUDIT
WORKING
PAPERS

Balance-Sheet
By Charles B. Couchman, C.P.A.

By J. Hugh Jackson
An authoritative text on one of
the most important phases
of Accountancy

Price $5.00 a copy

This book outlines a plan for the
accountant to follow when he
audits a set of books and places be
fore executives and owners the find
ings of his audit.

This book explains the use of
the balance-sheet in the busi
ness world of America today.

sA it is not possible to define
and explain fully all the classi
fications which may appear upon a
balance-sheet, an effort has been
made in this book to select those
that are most common, an under
standing of which is necessary in the
preparation of correct balance-sheets.
This volume covers practically all

the classifications appearing in
rhe balance-sheets of commercial
organizations of standing, such as
those whose securities are listed on
the New York Stock Exchange.

The subject of working papers from
a practical standpoint forms one of
the most important phases of an
auditor’s work; a discussion of this
technical phase of the public ac
countant’s work is the sum of this
book.

j

This book fills a long-felt want, it
should be in the library of every ac
countant’s office and be made avail
able to every member of his staff.
It should be read and studied by
every student who is preparing him
self to enter the public practice of
accounting or auditing.

The Journal of Accountancy

American Institute of
Accountants Foundation

135 Cedar Street New York, N. Y.

135 Cedar Street New York, N. Y.

When writing to advertisers kindly mention The Journal of Accountancy
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The MASTER KEY to Accounting Literature
A

Second Supplement
to the

ACCOUNTANTS’ INDEX
from June, 1923, to January, 1928
The Council of the American Institute of Accountants approved the
recommendations made by the Special Committee on Administra
tion of Endowment that the work begun with the publication
of the Accountants’ Index in 1920 should be continued and
Supplements should be published from time to time.

INSTRUCTIONS for USE
Names of authors, subjects and titles are arranged in a single
alphabet with information as to publisher, place of publication, date
and number of pages. The directory at the end gives the addresses
of publishers and periodicals.
To find the titles of books on a certain subject or of a certain
author the reader should look for that subject or that author as in
an encyclopaedia.
DURING THE PAST EIGHT YEARS THREE EDITIONS HAVE BEEN PUBLISHED
UNDER THE ENDOWMENT FUND

THE ACCOUNTANTS’ INDEX —1578 pages
FIRST SUPPLEMENT —599 pages
and now

THE SECOND SUPPLEMENT — containing 799 pages
The references which are contained in the present supplement do not duplicate those
which appeared in the original index and supplement of 1923
All three are necessary to reach the
entire field of accounting literature

AMERICAN INSTITUTE OF ACCOUNTANTS
135 Cedar Street, New York, N. Y.
Accountants’ Index.............. $10.00
First Supplement................. 5.00
Second Supplement................. 10.00

Gentlemen: Enclosed find $. for which please send me
postpaid the books checked.

Name.........................................................................................................

Complete Set...................... $25.00

City................................................................State..............................

When writing to advertisers kindly mention The Journal of Accountancy
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Institute Examination Questions
Boards of Accountancy in two-thirds of the states and
territories are now using the questions of the American
Institute of Accountants in C. P. A. examinations.
A bound volume of all Institute questions from June,
1917, to November, 1927, is available at a price of
$3.00. This is the third edition. No official answers are
published.
The book should be found helpful by candidates for
accountancy examinations and by students. It contains
538 pages — indexed — bound in cloth.
Separate Copies of Examinations in Pamphlet Form at 10 Cents a Set

American Institute of Accountants
135 Cedar Street, New York

BOUND VOLUMES
°f

The Journal of Accountancy
Volume XLVI
JULY, 1928 —DECEMBER, 1928
$4.00 a Volume

THE JOURNAL OF ACCOUNTANCY, INC.
135 CEDAR STREET, NEW YORK

When writing to advertisers kindly mention The Journal of Accountancy
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The Resident
Final Examination Plan
AN outstanding feature of the course
in Accounting offered by the Inter
national Accountants Society, Inc., is
the Resident Final Examination, which
each student must pass before his di
ploma of graduation is issued.
The Resident Final Examination Plan
was inaugurated in April, 1925, and
every student enrolled for the ninety
lesson I. A. S. Course since that time is
required, after finishing the work on
his course, to take an examination held
under the personal supervision of a
Certified Public Accountant (or, if a
C. P. A. is not available, an Attorney at
Law) either in the student’s home city
or in an adjacent city.
Just prior to the date of examination,
the necessary examination questions
and all blank forms for the candidate’s
working sheets, schedules, statements,
and other papers required for the solu
tions, are mailed to the supervising

C. P. A., as a confidential communica
tion between himself and the I. A. S.
The examination material is handed
to the student at the beginning of the
examination period. It is the supervisor’s
obligation to remain with the student
during the examination and to insure
that he completes the examination with
out having access to text books, notes,
or any outside help.
When the examination is finished,
the papers are turned over to the super
visor who forwards them to the Inter
national Accountants Society, Inc., in
Chicago, where final judgment as to the
student’s eligibility for a diploma is
made by the Active Faculty.
The same examination is never given
the second time in the same city.
The Resident Final Examination Plan
assures prospective employers that
I. A. S. graduates possess a thorough,
tested knowledge of Accounting.

Upon request, we will gladly send our booklet, “How to Learn
Accounting, ’ ’ to anyone who is interested in obtaining full information
regarding I. A. S. training. Address the International Accountants
Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois

International
Accountants Society, Inc.
A Division of the

ALEXANDER HAMILTON INSTITUTE
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Typewriter
Bookkeepiii^ Machine
Note These Nine Outstanding Burroughs Features—
Credit balance automatically printed in red
and designated with symbol "CR”.

1.Automatic tabulation between columns.
2.Automatic alignment of figures — dollars
under dollars; cents under cents.

3.

Errors in key depressions may be corrected
before amount is printed or added.

7.Closed account automatically designated
with symbol "O”.
8. Electric return of carriage.

4. Automatic punctuation of amounts.

5.

Balances and totals printed by n
a single key. (No copying from dials.)

9. A fast electric adding, listing and subtract
ing machine for proof-listing, general
adding, and so on.

Call the local Burroughs office for more infor
mation or a demonstration on your own work.
ADDING • BOOKKEEPING ● CALCULATING

AND

BILLING

When writing to advertisers kindly mention The Journal
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Verification of Financial Statements
[The following report of a special committee of the
American Institute of Accountants contains a recen
sion of the pamphlet Approved Methods for the
Preparation of Balance-sheet Statements, published
by the Federal Reserve Board. The new text is printed
by permission of the Executive Committee of the Insti
tute. The history of the preparation of the report is
reviewed in the editorial pages of this issue of The
Journal of Accountancy.—Editor. ]
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PREFACE
The following instructions for the verification and preparation
of balance-sheets and profit-and-loss statements are a revision of
suggestions which appeared in the April, 1917, issue of the Federal
Reserve Bulletin and were reprinted for general distribution in
1918 under the title Approved Methods for the Preparation of
Balance-sheet Statements.
The first edition was issued with the intention of standardizing
the forms of statements submitted to bankers for credit purposes,
and it provided a programme for verification of items and uniform
compilation of statements.
It was recognized that bankers have a vital interest in the sub
ject, because the extension of credit is based largely upon state
ments presented by borrowers.
The subject is of interest to borrowers because their credit
sometimes suffers on account of losses incurred by bankers
through credits based on inaccurate statements.
Accountants have a professional as well as a practical interest
in a standard of procedure. Statements which are misleading or
actually false tend to discredit accountancy as a profession.
As a first step towards standardization the Federal Trade Com
mission in 1917 requested the American Institute of Accountants
to prepare a memorandum on procedure. A memorandum was
prepared and approved by the council of the Institute. After
approval by the Federal Trade Commission the memorandum
was placed before the Federal Reserve Board for consideration.
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The Federal Reserve Board, after conferences with representa
tives of the Federal Trade Commission and of the American
Institute of Accountants, accepted the memorandum, gave it tenta
tive endorsement, and submitted it to bankers and banking asso
ciations throughout the country for their consideration and
criticism. The memorandum was subsequently published in
pamphlet form and was reprinted several times.
The recommendations in the memorandum have been on trial
more than ten years and various criticisms and suggestions for
minor changes have been made. Some professional accountants
regard the original programme of procedure as more compre
hensive than their conception of a so-called “balance-sheet audit’’
but not more than is required in the preparation of statements to
be submitted by persons or companies seeking credit or loans of
cash. Some accountants have felt that all the instructions were
not as clear as they might be. Others have said that the proce
dure would not bring out all the desired information. The sug
gested form of certificate did not, perhaps, make it plain that the
examination was not a complete audit of the accounts and it was
to that extent misleading.
After consideration of the desirability of a revision of the Bul
letin, the American Institute of Accountants appointed a special
committee to deal with this and certain other matters. The
result of the labors of that committee is submitted in this revised
edition, which represents what the Institute believes to be the
best modern practice of the profession.
GENERAL INSTRUCTIONS

1. The scope of the work indicated in these instructions in
cludes a verification of the assets and liabilities of a business enter
prise at a given date, a verification of the profit-and-loss account
for the period under review, and, incidentally, an examination of
the accounting system for the purpose of ascertaining the effective
ness of the internal check. The procedure described is designed
for the auditor’s use primarily in the case of industrial and mercan
tile concerns, but it is also applicable in the case of most other
business enterprises. The extent of the verification will be
determined by the conditions in each concern. In some cases the
auditor may find it necessary to verify a substantial portion or all
of the transactions recorded upon the books. In others, where
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the system of internal check is good, tests only may suffice. The
responsibility for the extent of the work required must be assumed
by the auditor. This procedure will not necessarily disclose
defalcations nor every under-statement of assets concealed in the
records of operating transactions or by manipulation of the
accounts.
2. Trial balances after closing, both at the beginning and the
end of the period under review, should be prepared in comparative
form from the general ledger. All items in the trial balances
should be traced into the balance-sheets before the assets and
liabilities are verified, to prove, among other things, that no
“contra” asset or liability has been omitted from the accounts,
that the assets and liabilities have been grouped in the same
manner at the beginning and at the end of the period, and that the
balance-sheets are in accordance with the books. The disposi
tion of any assets and liabilities that may have been scrapped,
sold, written off or liquidated during the period under review
should be traced and noted in the working papers. Furthermore,
there should be a scrutiny of the general ledger to see that any
accounts opened after the beginning and closed before the end of
the period have no bearing on the company’s financial position at
the close of the fiscal period.
3. The auditor should make a comparison of the balance-sheets
at the beginning and the end of the period under review, so that
he may obtain a comprehensive view of changes which have oc
curred and prepare a statement of the disposition of resources.
4. In these instructions to the auditor the verification of assets
and liabilities will be considered generally in the order in which
the items appear in the balance-sheet printed at the conclusion of
this programme. This is a form suitable for credit purposes.
A more condensed form of balance-sheet is usually prepared for
general distribution, but in no case should any essential feature be
omitted.

SPECIFIC INSTRUCTIONS AND SUGGESTIONS
Cash

5. The cash on hand preferably should be counted after bank
ing hours on the last day of the fiscal period to be covered by the
audit, and the amount, together with the cash stated to be in the
bank should be reconciled with the total shown in the cashbook.
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Cash, notes receivable and investments must be examined on the
same day, so as to render it impossible for a treasurer to make up
a shortage in one asset by temporarily withdrawing negotiable
funds from another.
6. When counting the cash on hand the auditor must see that
all cheques (other than those cashed) produced to him as part of
the cash balance have been duly entered in the cashbook prior to
the close of the period. He should note the dates and descrip
tions of such cheques and of all advances made from cash but not
recorded in the books. Advances to employees should be closely
investigated. If any such advances are secured by personal
cheques the auditor should see that the cheques are certified by
the banks on which they are drawn.
7. The auditor should see that all cash funds have been cleared
of incidental expenses at the date of the balance-sheet.
8. The auditor must obtain personally or have mailed directly
to himself certificates, as of the evening of the closing date, from
all banks in which cash is deposited. The balances shown by the
certificates must be reconciled with those shown on the cashbook,
the cheque-book stubs or bank registers after taking into con
sideration the outstanding cheques.
9. There is only one safe and satisfactory method of proving the
accuracy of the list of outstanding cheques: that is to compare the
credit side of the cashbook from the last day of the fiscal period
backward, item by item, with the cheques returned from the bank
for whatever period may be necessary to account for all current
outstanding items. If there are uncashed cheques long outstand
ing they should be made the subject of special inquiry. When
the work is completed, a list of outstanding cheques should be
prepared, showing the dates of such cheques, and this should be
compared with the cheques returned from the bank at a later
date. If any cheques are not returned the reason should be as
certained. It is important to see that no cheques for cash pur
poses are drawn at the close of the period and entered in the next
period.
10. Where currency and bank transactions are kept together
in the cashbook and the auditor does not count the cash until
after the close of the period under review, he must verify the
bank balances as of the date of the count of cash in addition to
verifying them at the close of the period. This is essential be
cause, although the cash on hand, which forms only part of the
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balance, may be correct at the date of the count, it does not follow
that the total cash balance is correct.
11. When receipts, shown in the cashbook to have been de
posited in the bank on the last day of the period, are included in
the reconciliation statement because they were not deposited
until the next day, the auditor must satisfy himself that such
deposits have actually been made.
12. Deposits shown on the bank statements or pass books for
the last two or three days of the period should be checked in
detail to prove that they were composed of bona-fide cheques and
that no cheque drawn by the company was deposited in a bank
without being credited prior to the close of the period to the bank
on which it was drawn.
13. The auditor should call for a number of deposit slips and
compare them with the receipts shown by the cashbook for the
days in which the corresponding deposits are made to satisfy
himself that deposits are promptly made each day and that the
cheques deposited are the same as those received. To make such
verification absolute the deposit slips should be obtained from the
banks.
14. When it is the practice of a company to deposit all its cash
receipts in bank, the total receipts should be reconciled with the
total deposits shown by the bank statements, and the total dis
bursements should be reconciled with the total cheques drawn.
When it is the practice of a company not to deposit all its cash
receipts in bank, all cashbook footings should be verified.
15. All cheques outstanding at the beginning of the period must
be traced into the cashbook.
Notes Receivable

16. A list of notes receivable outstanding at the end of the
period should be prepared. This should contain dates, makers’
names, due dates, amounts and interest. If notes have been
discounted verification should be obtained from the discounting
banks.
17. Outstanding notes must be compared with the notesreceivable book and with the list prepared by or presented to the
auditor. Due dates and dates of making the notes should be
carefully checked. When notes have been renewed, special con
sideration should be given to their probable value. When notes
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have been paid since the close of the period the cash should be
traced into the books of the company, and, when they are in the
hands of attorneys or bankers for collection, certificates should
be obtained from the holders.
18. Notes (including instalment-sales notes) maturing later
than one year from the date of the balance-sheet should appear
separately on the balance-sheet. This item on the balance-sheets
of businesses whose sales are based largely on instalments should
have more detailed classification.
19. When notes receivable are discounted the company usually
has a contingent liability which should appear on the balancesheet as a footnote under the heading “Contingent liabilities.”
Lists of discounted notes not matured at the date of the examina
tion should be obtained from the holders in order to verify the
company’s records.
20. The value of any collateral security for notes should be
ascertained, as it frequently happens that notes are worth no more
than the collateral.
21. Notes of officers and employees must always be stated
separately. Notes arising from any transaction outside the
ordinary business of the concern must also appear separately.
22. Notes of affiliated concerns must not be included as cus
tomers’ notes, even though they may be received as a result of
trading transactions. Affiliated companies’ notes should be
shown as a separate item of “current assets” or as “other assets,”
as the circumstances may require. They may be included prop
erly in current assets if the debtor company has ample margin of
current assets over its liabilities including such notes.
23. The best verification of notes receivable is an acknowledg
ment by the party named in each note as the payor that the note
is a bona-fide obligation. It is advisable to obtain a written con
firmation for each note. When this method is followed the
auditor should personally mail the letters of inquiry enclosing for
reply stamped envelopes addressed direct to himself.
Accounts Receivable

24. Lists of open balances at the end of the period, with the
balances classified according to the age of the accounts, should be
obtained. These lists must be footed and compared in detail
with customers’ accounts in the ledgers. Accounts paid since
the close of the period should be noted on the lists before discuss
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ing past-due accounts with the credit department. Payment is
clear proof that an account was good at the date of the audit.
25. The composition of outstanding balances should always be
examined, as it frequently happens that, while a customer may
be making regular payments on his current account, old items
which have been in dispute for a long time are being carried for
ward. Disputed items and accounts which are past due should
be discussed with the credit department or some responsible
officer, and correspondence with the customers concerned should
be examined, so that the auditor may form an opinion of the
worth of the accounts and satisfy himself that the reserve set up
by the company for bad and doubtful accounts is sufficient.
26. Accounts (including instalment-sales accounts) maturing
later than one year from the date of the balance-sheet should be
separately shown on the balance-sheet.
27. The totals of lists of outstanding accounts should agree
with the controlling account in the general ledger if separate
ledgers are kept. When credit balances appear on customers’
accounts they should be shown on the balance-sheet as liabilities
and should not be deducted from the total of debit balances.
Debit balances on the accounts-payable ledgers should be treated
correspondingly.
28. Trade discounts (and also so-called “cash discounts,” if
greater than 2 per cent.) and freight allowed by the company
should be investigated. If these items have been included in the
accounts receivable an appropriate reserve should be set up in the
balance-sheet. The auditor should review customers’ claims for
reduction in prices and for rebates and allowances on account of
defective materials, so that he may satisfy himself that a sufficient
reserve for such contingencies has been established.
29. If any of the accounts receivable have been hypothecated
or assigned the amount of such accounts must be shown in the
balance-sheet.
30. The auditor should satisfy himself that when bad debts
have been written off the action has been approved by responsible
authority.
31. Accounts receivable from directors, officers and employees
must not be included with trade accounts in the balance-sheet.
Such accounts must appear as distinct items. Deposits as secu
rity, guaranties and any other extraordinary items must also be
stated separately.
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32. Accounts receivable from affiliated concerns must not be
included as customers’ accounts, even though they may be the
result of trading transactions. Affiliated companies’ accounts
should be shown as a separate item of “current assets” or as
“investments” or as “other assets,” as the circumstances require.
They may be included properly as “current assets” if the debtor
company has ample margin of current assets over its liabilities in
cluding such accounts.
33. It is best to verify open balances by confirmation from
customers. When this method is adopted the auditor should
personally see the requests for confirmation mailed after compar
ing them with the lists of outstanding accounts. The envelopes
for replies sent with the requests should be addressed direct to the
auditor.
34. In large concerns the system of accounting is generally so
arranged that it would be almost impossible for accounts to be
paid and not be correctly credited on the accounts-receivable
ledgers; but in small concerns, with imperfect systems, such oc
currences are quite possible.
Securities

35. Under the caption “Securities” must be listed securities in
which surplus funds of the company or firm have been temporarily
invested and those which are considered available as “current
assets,” i. e., items which can be turned into money in time of
need. Where stocks or bonds represent control of or a material
interest in other enterprises, the ownership of which constitutes
value to the holder aside from the dividend or interest return, they
should be considered as permanent investments and be stated
apart from current assets in the balance-sheet.
36. Securities not readily marketable should be shown sep
arately in the balance-sheet and not included in the current assets.
37. A list of securities should be prepared, showing:
Dates of purchase.
Descriptions of securities.
Denomination of shares or bonds.
Number of shares or bonds owned.
Total capital stock of affiliated companies.
Amounts paid for securities.
Interest and dividends received.
Market values of securities.
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Surplus or deficit shown by the balance-sheets of the com
panies if no market quotations are available.
If securities are hypothecated, with whom and for what
purpose.

38. This list must be compared with the ledger accounts con
cerned, and the total of amounts paid according to the list must
agree with the balance of the investment account or accounts.
39. The securities must be examined by the auditor in person
or he must obtain confirmation of their existence from the holders.
The securities in possession of the company must be scrutinized
and counted as soon as possible after the examination begins, and
all of them must be submitted at once to the auditor. It is much
more satisfactory to see the actual securities than to verify cash
receipts and other evidences of possession after the examination
has proceeded.
40. Ownership of certificates which have been sent out for
transfer must be verified by communication with the transfer
agents.
41. Where the total market value of marketable securities is
less than the total book value, save where the difference is small,
a reserve for loss in value must be set up on the balance-sheet.
42. The auditor must see that bonds and stock certificates are
made out in favor of the company, or that they are indorsed or
accompanied by powers of attorney when they are in the names of
individual persons.
43. Coupons on bonds must be examined to see that all those
subsequent to the latest interest date are intact.
44. The schedule of securities must show that the total interest
and dividends receivable by the company have been duly re
ceived and recorded. Income from securities shown in the
profit-and-loss account must be in accord with this schedule.
45. When market quotations for investments can not be ob
tained the balance-sheets of companies in which investments have
been made should be examined so that the auditor may form an
opinion of their value.
46. In verification of the purchase price of securities listed on
stock exchanges brokers’ advices must always be examined.
47. Deeds and mortgages must be examined and it must be
shown that all assessed taxes on property have been paid, that
mortgages have been properly recorded and that insurance poli
cies are correctly made out to the owner.
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48. When corporations have temporarily invested funds in the
purchase of their own stocks and bonds these securities techni
cally should be deducted from the corporation’s outstanding
securities. Custom, however, has sanctioned the inclusion of
such temporary holdings as investments, but where they are so
held the fact should be clearly indicated on the balance-sheet.
Investments of this kind are not usually regarded as current
assets.
49. If any securities owned by the company have been hy
pothecated that fact and the book value of such securities must be
stated on the balance-sheet.
Inventories

50. Only stocks of goods owned and under control of the owner
should be included under the heading “Inventories.” Stocks of
merchandise are often hypothecated, and if this has been done
that fact and the book value must be stated on the balance-sheet.
51. Inasmuch as the accuracy of the profit-and-loss account is
absolutely dependent upon the accuracy of the inventories of
merchandise at the beginning and at the end of the period under
review, this part of the verification should receive special atten
tion. The auditor should satisfy himself that the inventories at
the beginning and at the end of the period were taken on the same
basis.
52. The auditor’s responsibility with regard to inventories falls
naturally into three main divisions—
(a) Clerical accuracy of computations, footings and re
capitulations.
(b) Basis of pricing.
(c) Quantities, quality and condition.
53. The auditor’s responsibility under the first two headings is
clear. He must undertake sufficient investigation of the in
ventories to satisfy himself that the clerical work has been ac
curately done and that the goods are valued in accordance with
the usual commercial practice, that is, at cost or market price,
whichever is lower.
54. With regard to the quantities, quality and condition of
stock, the auditor’s duties and responsibilities vary with the
circumstances of each case. The auditor is not a valuer and can
not have intimate knowledge of many classes of business. He
must generally rely for information as to quantities, quality and
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condition upon the responsible officers and employees of his
client which he should supplement by such tests and confirma
tions as his skill and experience may indicate for the type of enter
prise which he is examining. In the case of a business in which
the verification of quantities, quality and condition does not call
for technical knowledge and presents no substantial difficulties,
his responsibility is greater than it is in others where expert knowl
edge is essential to the correct determination of quantities, quality
and condition of the stock or where the volume is very large. The
auditor must, however, use diligence in every case to convince
himself that quantities, quality and condition are correctly
recorded.
55. The following programme for examination of inventories is
acceptable:
(a) The original stock sheets, if they are in existence, should be
obtained and the final inventory sheets should be carefully tested
by comparison with the originals and with tickets, cards or other
memoranda which show the original count.
(b) The inventory sheets should be certified or initialed by the
persons who inventoried the stock, made the calculations and
footings and fixed the prices, and the auditor should satisfy him
self that these persons are competent and responsible. If the
accountant can come into contact with the situation before the
stock-taking, it is very desirable that he should take part in
determining the methods to be followed or at least that he should
understand them and have the opportunity to make any criticisms
of them beforehand. A clear and detailed statement in writing
as to the method followed in taking stock and pricing it and also a
certificate from a responsible head as to the accuracy of the in
ventory as a whole should be obtained.
(c) A thorough test of the accuracy of the footings and ex
tensions, especially of all large items, should be made.
(d) The inventories should be compared with the stores ledgers,
work-in-progress ledgers and finished-product records and stock
records (if these are maintained) for verification of quantities,
prices and values. Any material discrepancy must be satis
factorily explained.
(e) If stock records are kept and no physical inventory is taken
at the time of the examination, the auditor should ascertain when
the last physical inventory was taken and should compare it with
the book records. If no comparison with recent records is possi
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ble, a number of book items of importance should be compared
with the actual stock on hand.
(f) When the cost system of a company does not form a part of
the financial accounting plan there is always a chance that orders
may have been completed and billed but have not been taken out
of the work-in-progress records. This is the case especially where
such reliance is placed on work-in-progress records that a physical
inventory is not taken at the end of the period to verify their
accuracy. In such cases, sales for the month preceding the close
of the fiscal period should be carefully compared with the orders
in progress, shown by the inventory, to see that nothing which
has been shipped is erroneously included in the inventory. Cost
systems which are not coordinated with the financial accounts are
untrustworthy and frequently misleading. Whenever and whereever a cost system is not adequately checked by the results of the
financial accounting the auditor should direct attention to the
fact.
(g) The auditor should ascertain that purchase invoices for all
stock included in the inventory have been entered on the books.
He should look for post-dated invoices and should give special
attention to goods in transit.
(h) The inventory must not include anything which is not
owned but is on consignment from others. If goods consigned to
others are included they must be carried at cost prices, less a
proper allowance for loss, damage or expenses of possible sub
sequent return. This rule does not apply to goods at branches, as
the valuing of such stocks will be governed by the principles which
apply at the head office.
(i) The inventories must not include anything which has been
sold and billed and is simply awaiting shipment.
(j) If duties, freight, insurance and other direct charges have
been added, the items should be tested to ascertain that no error
has been made. Duties and transit charges are legitimate addi
tions to the cost price of goods, but no other factors should be
added except in extraordinary circumstances.
(k) As a check against carrying obsolete or damaged stock at
an excessive valuation, the detailed records for stores, supplies,
work in progress, finished products and purchased stock-in-trade
should be examined and a list of inactive stocks should be pre
pared. This should be discussed with the company’s officers and
satisfactory explanations should be obtained.
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(1) The auditor should satisfy himself that inventories are
stated at cost or market prices, whichever are the lower at the
date of the balance-sheet. He must not approve an inventory
in which goods have been marked up to market prices and a
profit has been assumed that is not and may never be realized.
If the market value is higher than cost, it is permissible to state
that fact in a footnote on the balance-sheet.
(m) It may be found that inventories are valued at the av
erage prices of raw materials and supplies on hand at the end of
the period. In such cases the averages should be compared with
the most recent invoices to make sure that they are not in excess
of the latest prices. The averages should be compared also with
the market quotations in trade papers to see that they are not in
excess of market values.
(n) The auditor should make an independent inspection of the
inventory sheets to determine whether the quantities are reason
able or not and if they are in accord, in particular instances, with
the average consumption and average purchases over a fixed
period. Abnormally large quantities of stock on hand may be
the legitimate result of shrewd foresight in buying in a low
market, but on the other hand, they may arise from over-buy
ing, overproduction or serious errors in stock taking.
(o) The totals should always be checked by the “gross profit
test” and the percentage of gross profit should be compared with
that of previous years. In a business whose average gross profit
has been fairly constant this test is satisfactory because if the
rate of gross profit apparently is not maintained and the dis
crepancy can not be explained by a rise or fall in the cost of pro
duction or of the selling price, the difference is usually due to
errors in stock taking.
(p) A general examination and test of the cost system in force
is the best means of verifying the prices at which the work in
progress is included in the inventory. If there is a good cost
system little difficulty will be found in the distribution of raw
materials, stores and payroll, but the distribution of factory
overhead cost is one that should receive careful consideration.
Two principal requirements must be kept in mind:
That no selling expenses, interest charges or administrative ex
penses are included in the factory overhead cost.
That the factory overhead cost is distributed over the various
departments, shops and commodities on an equitable basis.
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(q) No profit should be included in the price of finished prod
ucts or stock-in-trade. The price list should be examined to see
that the cost prices of stock are below the net selling prices. If
they are not lower, an adequate reserve should be set up on the
balance-sheet. However, if the company immediately increases
the selling price the amount of this reserve may be limited to the
loss on goods which have been sold prior to the date of discovery
of the loss.
(r) In the case of companies manufacturing in fulfilment of
large contracts it is frequently found necessary to make part
shipments before completion of the entire order. The question
then arises whether it is permissible to include the profits on these
shipments in the profit-and-loss account. As a matter of fact, it
is evident that actual cost can not be known until an order is com
pleted. It may be estimated that a profit will ultimately be
made; but unforeseen conditions, such as strikes, delays in re
ceiving material, etc., may arise to increase the anticipated cost.
It is better not to include profits on part shipments, but informa
tion on this subject which may properly influence the banker in
granting credit may be laid before him. Of course, an exception
should be made if the profit on the part shipments largely exceeds
the selling price of the balance of the order.
(s) The selling prices for contract work in progress should be
ascertained from the contracts, and if it is apparent that there will
be a loss on the completed contract a due proportion of the es
timated loss should be charged to the period under audit by setting
up a reserve for losses on contracts in progress.
(t) If a company has discontinued the manufacture of any of
its products during the year, the inventory of such products
should be carefully scrutinized and, if unsalable, the net amount
of loss should be written off.
(u) The auditor should see that no machinery or other material
which has been charged to plant or property account is included in
the inventory.
(v) Deliveries received on account of purchase contracts for
material, etc., should be verified by certificates from the con
tractors as to both quantities and prices.
(w) Advance payments on account of purchase contracts for
future deliveries should never appear in an inventory. They
should be shown on the balance-sheet under a separate head
ing.
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(x) Trade discounts should be deducted from inventory prices.
It is not the general custom to deduct cash discounts, but they
may be deducted if that is the practice of the trade.
(y) The auditor should ascertain the aggregate sales for the
last preceding year. If the turnover has been below the normal
rate the fact may be due to a poor stock of goods as the result of
an unwillingness to dispose of old or unseasonable stock at a
sacrifice. The inventory and the sales should, therefore, be con
sidered in their relation to each other.
(z) It may be well to reiterate that interest, selling expenses
and administrative expenses form no part of the cost of pro
duction; therefore, they must not be included in the inven
tory.
Fixed Property

56. The auditor’s working papers for the accounts grouped
under the heading “Fixed property ” such as real estate, buildings,
plant, machinery, etc., must show balances at the beginning of
the period, additions to or deductions from the accounts during
the period and balances at the end of the period.
57. The total of the balances at the beginning of the period
must agree with the cost of property stated in the balance-sheet
at that date, and the balances at the end of the period must agree
with the amount shown in the balance-sheet at the end of the
period under review. The charges constituting additions to the
value of fixed property must be verified and the following sug
gestions will assist the auditor to make the desired verifica
tion:
(a) Authorizations for expenditure made during the year should
be examined, and if costs of additions to fixed property have ex
ceeded the sums authorized the reason must be clearly stated.
Authorization should indicate the accounts to which expenditures
are to be charged, the amounts, the approvals of the comptroller
and manager, and the nature of the jobs. When authorizations
do not specify that the work done is a repair, a replacement or an
actual addition to property, the property itself should be in
spected, if that is practicable, to determine the account which
should be charged.
(b) The auditor, before approving additions, should satisfy
himself that they were made with the object of increasing the
earning capacity of the plant and that they are not repairs or re336
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placements of fixed property. Changes in the product and
capacity of the plant should receive careful consideration.
(c) To verify payroll, store and supply charges to jobs, payroll
distribution reports and storehouse reports should be examined in
detail in sufficient number to satisfy the auditor. If large pur
chases have been made from outside parties for capital construc
tion work, the vouchers for the receipt of materials, prices, etc.,
should be examined and the usual precautions should be taken to
see that they are properly approved.
(d) Purchases of real estate should be verified by examination
of title deeds and the vouchers for payments. The auditor
should see that deeds have been properly recorded.
(e) While it may be considered permissible to make a charge to
“Additions to property” for factory overhead cost, e. g., time of
superintendent and his clerical force employed on construction
work, etc., such a charge can not be regarded as conservative
business practice, inasmuch as it is probable that the overhead
charges of a plant will not be decreased to any great extent when
additions are not under way; consequently, the absorption of
part of these charges in property accounts when additions are in
progress reduces operating costs below those of periods in which
no construction work is being done.
(f) Construction work in progress and construction material
on hand at the end of the fiscal period should be shown in the
balance-sheet under the heading “Fixed assets” and not as part of
the inventories. It is important to bear this in mind, because
construction work is not an asset which can be quickly converted
into money; whereas everything in the inventory is supposed to
be realizable in cash within a reasonable time.
(g) The auditor should ascertain whether or not any instal
ments are due on account of construction work in progress which
is being carried on by outside parties: if so, the liabilities for these
instalments should be included in the balance-sheet, as they
may have a direct bearing on the amount of available cash on
hand.
(h) When a company occupies leasehold properties the leases
should be examined and notes should be made of their terms so
that improvements, etc., on such properties may be written off
during the life of the leases.
(i) The auditor should satisfy himself that the reserves for
depreciation of buildings, machinery, equipment, etc., are suffi337
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cient to meet the deterioration in value of fixed properties. If
in his opinion the reserves shown on the balance-sheet are in
sufficient he should refer to the fact in his certificate.
(j) The auditor must see that property destroyed by fire or
otherwise prematurely put out of service is correctly recorded in
the books. Any portion of the original charge for such property,
which is not recoverable through insurance, salvage or otherwise
and has not been provided for by depreciation allowance, should
be written off.
58. It is to be observed that the foregoing notes are to be
applied only to property costs incurred during the period under
review. In addition, it is well to obtain information with regard to
the composition of real estate, building and machinery accounts,
showing the principal property represented and how the ac
counts have been built up for years past, if not from the inception
of the business. Such information will indicate the policy of the
concern, the extent to which it invests undivided surplus in its
own plant, etc. The banker who is asked for ordinary discounts
or short-term loans is not interested in this kind of information
except in a general way. He looks more to the current assets
for his security.
59. If the property valuation is stated on the basis of an ap
praisal at a given date that fact should be mentioned in the
balance-sheet.
Deferred Charges to Operations

60. Unexpired insurance, bond discounts applicable to a future
period, prepaid royalties, experimental charges, etc., are grouped
in the balance-sheet under the heading, “Deferred charges.”
After the clerical accuracy of the deferred charges has been veri
fied the auditor should satisfy himself that they are properly car
ried forward to account of future operations.
61. Wherever possible, documentary proof in support of the
items carried forward must be produced. For example, in case
of unexpired insurance the policies must be examined to verify
dates of expiration, amounts covered and proportion of premiums
carried forward. In the case of royalties the agreements must be
examined. Experimental charges must be supported by vouchers
and details of the work done must be investigated.
62. Any adjustments of premium for compensation insurance
must be based upon the actual, not the estimated, payroll.
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63. Examination of the deferred charges will generally give the
auditor valuable information with regard to the accounts of the
company, for example:
(a) The experimental charges carried forward will supply in
formation as to the future production and policy of the company.
(b) Royalty vouchers will offer a check on the production of
mines on leased property.
(c) Examination of the insurance policies may show whether
properties are mortgaged or covered by any other lien. This will
afford an additional verification of the liability for mortgages on
real estate, buildings, etc., shown in the balance-sheet. The
identity of assets specifically covered by insurance will be ascer
tained. If any omissions are discovered they should be men
tioned.
Notes Payable

64. Notes payable and drafts accepted appear under the head
ing “Notes payable.” A schedule should be prepared with the
following information under column captions:
Dates of making the notes or drafts.
Due dates.
Names of creditors.
Collateral hypothecated.
Additional indorsers.
Interest accrued to date of audit.
Notations of renewals (information of this sort furnishes a
guide to the state of the concern’s credit).
65. The schedule must be compared with the notes-payable
book and the total must agree with the balance of the notespayable account in the ledger.
66. Statements showing all notes and drafts discounted or sold
for the benefit of the concern must be obtained from all bankers
and brokers with whom the concern transacts business. These
statements must be checked against the loans recorded on the
concern’s books and approved in the minutes of the company.
67. Inasmuch as a note is a negotiable instrument, the auditor
should see that all notes recorded as paid during the period under
review have been properly discharged. The canceled notes are
the best evidence of this fact.
68. Confirmation of the existence of securities deposited as
collateral for loans should be obtained from the holders. Hy
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pothecation of any of the concern’s assets should be recorded on
the balance-sheet.
69. The auditor may properly suggest to the client the ad
visability of drawing notes payable on blanks bound in a book,
like a cheque book, with a stub for each blank, blank and stub to
bear identical numbers. The officer or officers signing the notes
can then initial the stub as a certificate to the amounts, payees
and terms of the notes issued. If this be done, the auditing of
notes payable will be greatly facilitated.
Accounts Payable

70. A list of balances payable on open accounts must be pre
pared and carefully checked with the ledger accounts. The
auditor should see that no open account on the ledger has been
omitted from the list. He should ascertain that the balances
represent specific and recent items only. When an account ap
pears to be irregular in any way confirmation should be obtained
from the creditor. If there are many accounts in dispute, and if
they are large enough to affect substantially the total of current
liabilities, the causes of disputes should be investigated and the
reasons may be stated for consideration by the banker.
71. Where modern voucher systems are in operation accounts
payable are readily verified. The auditor must see that the
liability for all goods received on the last day of the fiscal period,
as shown by the receiving records, and for all goods which were
in transit and belonged to the concern on that date are included
as accounts payable, and that the corresponding assets are in
cluded in the inventories. This precaution is necessary because
an increase in the accounts payable may have an important
bearing on the financial position of the concern if the amount of
cash on hand is small.
72. Monthly expenses outstanding can usually be estimated by
comparing the expenses of the last month of the fiscal period with
those of previous months, and by comparing the expenses of the
year with those of the previous year. But the voucher record for
the months subsequent to the close of the fiscal year should be
examined as it may contain items applicable to the fiscal period
under review.
73. Where a modern voucher system is not in operation the
auditor must exercise particular care to satisfy himself that all
liabilities are included in the accounts, for example:
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(a) Payments shown by the cashbook to have been made sub
sequent to the date of the balance-sheet should be analyzed to
ascertain whether any of them are applicable or not to the period
under review.
(b) Bills on file not vouchered nor entered on the books should
be examined to see whether or not any of them belong to the
period under review.
(c) A study of the minutes of the company may assist the
auditor in discovering liabilities.
74. When a company has large purchase commitments for
future deliveries the contracts should be examined. If the con
tract prices are higher than market prices and the purchase con
tracts are not protected or are only partly protected by firm sales
orders, it may be necessary to set up a reserve for possible loss.
Any debit balance on account of advance payments on such con
tracts or due to any other cause should be shown on the balancesheet under a separate heading.
75. If the business under examination is one in which it is
possible that goods have been received on consignment and that
part or all of these goods have been sold without record of a
liability in the books, the auditor must be diligent to detect all
such transactions. In many concerns consignment accounts are
treated as memoranda only.
76. If inquiry reveals that goods have been received on con
signment, all records relating to them should be demanded. If
all the goods have been sold, the consignor’s account should show
the full amount paid or due, and if the debt is current the obliga
tion will appear among accounts payable to trade creditors. If
only a part of the goods has been sold, the net proceeds due to the
consignors should be shown on the balance-sheet under the cap
tion “Accounts payable, consignors.”
77. As an additional precaution against the omission of lia
bilities a certificate should be obtained from the proper officer or
member of the concern stating that all outstanding liabilities for
purchases and expenses have been included in the accounts of the
period under review or of former periods. In many cases it is
advisable also to obtain a certificate from the president stating
that all liabilities for legal claims, infringements of patents, claims
for damages, bank loans, etc., have been included in the accounts
as he may be the only executive officer of the company who
knows the extent of such obligations.
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Contingent Liabilities

78. It is not enough that a balance-sheet show what must be
paid—it should set forth with as much particularity as possible
what may have to be paid. It is the duty of an auditor to dis
cover and report upon liabilities of every description, not only
definitely ascertained debts but possible debts. Contingent lia
bilities, other than those due to the specific hypothecation of cur
rent assets, should appear as footnotes on the liability side of the
balance-sheet. Contingent liabilities will usually be found in the
following forms:
79. Indorsements. The auditor should ascertain from officers
or partners of the concern whether or not any indorsement of un
related commercial paper has been made, and, if so, what security
to protect the concern has been received. The inquiry should be
especially strict if it is known that any of the officers or partners
are interested in other enterprises.
80. Guaranties. The auditor should investigate possible lia
bility for guaranties as thoroughly as he should examine indorse
ments.
81. Unfulfilled contracts. Agreements to accept delivery of
goods for which contract was made before the end of the period
may soon call for the payment of large sums of money. In the
case of raw materials for a manufacturer, this may be a legitimate
reason for seeking a temporary loan pending manufacture and
sale; but in the case of a merchant whose balance-sheet shows a
large stock of goods on hand it may indicate a real liability im
pending, with assets of a doubtful character to offset it. In every
examination, therefore, the auditor should ask for copies of all
orders for future delivery, and if those orders call for stock in
excess of the current and reasonable prospective demand, the
facts should be mentioned on the balance-sheet and included in
any report, the details to be governed by the circumstances of
each particular case.
82. Taxes. The possibility of unsettled federal and other
taxes for prior years should be investigated to determine whether or
not there may be a liability for which provision has not been made.
83. Damages. There may be claims or suits for damages not
covered by insurance, and where the auditor finds any evidence
which leads him to suspect the existence of a liability of this
nature he should demand full information. He can then form an
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opinion as to the amount which should be set up as a contingent
liability, or, if the outcome is uncertain, as a reserve against pos
sible loss.
84. Liability for real-estate bonds and mortgages. If property
is sold subject to a mortgage given by the vendor there may be a
contingent liability under the bond unless the mortgage has been
satisfied, the satisfaction recorded and the bond canceled. The
auditor should investigate the possibility of any liability through
the sale of property made by the vendor subject to mortgage.
Accrued Liabilities

85. Interest, taxes, wages, etc., which have accrued to the end
of the period under review, but are not due and payable until a
later date, are grouped in the balance-sheet under the heading
“Accrued liabilities.” These items can be accurately verified by
the books and records. Special attention is directed to the
following liabilities:
86. Interest payable. Many of the liabilities which appear on a
balance-sheet carry interest. The interest obligation in the case
of bonds and notes payable is obvious, but the auditor should
consider the possibility that accounts also may bear interest.
Many book accounts, when past due, do bear interest; and inquiry
on this subject is justified. Loan accounts of partners and
officers of corporations almost invariably bear interest. Judg
ments, overdue taxes and other liens also require the payment of
interest.
87. Taxes. The amount of accrued federal, state and local
taxes, other than income taxes, should be ascertained and shown
on the balance-sheet. In some cases it may be necessary to make
inquiries of the proper taxing authorities as to the periods for
which taxes accrue.
88. Under the federal income-tax law and the laws of certain
states a tax is imposed upon the net profits of a corporation, which
must be paid even if the corporation is dissolved before the end of
the year during which the tax is imposed. The tax is specifically
based upon the net profits of a particular period, although payable
some months later, and, if a net profit is disclosed upon the
closing of the books during the year, a reserve for accrued taxes
must be shown on the balance-sheet.
89. If the concern under examination acts as a withholding
agent of the government, either federal or state, any liability for
343

The Journal of Accountancy
taxes withheld must be ascertained and stated on the balancesheet.
90. Salaries and wages. If the date of the balance-sheet does
not coincide with the date to which the last payroll of the period
under review has been computed, the amount accrued to the date
of the balance-sheet must be ascertained and be entered as a
liability, unless the amount is insignificant.
91. Water rates, etc. If bills for expenses such as water, gas,
etc., are not rendered monthly the amount accrued to the date of
the balance-sheet must be ascertained and be entered as a liability.
92. Traveling expenses and commissions. It is important to
ascertain whether or not the accounts of all traveling salesmen
have been received and entered before the books were closed.
If any have not been entered provision should be made for them.
93. Ample allowance should be made for all commissions
eventually payable on sales which have been charged to cus
tomers. As commissions frequently are not payable to salesmen
until payment has been received from customers, accrued com
missions are often omitted from the books. They must, however,
be paid out of the proceeds of the sales whose full profit has al
ready been taken into the accounts and they should be set up
as an accrued liability.
94. Legal expenses. Provision should be made for any accrued
liability for legal expenses not already on the books.
95. Damages. If the concern is insured against liability
for damages to employees or the public, a proportion of the
premiums paid in advance for the unexpired time covered by the
insurance will appear in “Deferred charges.” But there may
be claims or suits for damages not covered by insurance, and if the
auditor finds any evidence which leads him to suspect a liability
of this nature he should insist upon full information. He can
then form an opinion as to the amount that should be set up as an
accrued liability, or, if the outcome is uncertain, as a reserve
against possible loss. The auditor should consider the adequacy
or inadequacy of the accrued liability for premiums on insurance
carried to cover compensation for injury to employees.
Bonded

and

Mortgage Debt

96. Copies of all mortgages must be examined and the terms
should be noted. The amount of bonds registered, issued and in
treasury, the rate of interest and the dates of maturity of the
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bonds should be shown on the face of the balance-sheet. If there
are serial bonds the annual or periodical maturity date should be
stated. The trustee should be asked to certify the amount of
bonds outstanding, etc., as verification of the liability stated
in the balance-sheet. Interest on the bonds outstanding as
shown in the balance-sheet should be computed and be recon
ciled with the interest on bonds, as shown in the profit-andloss account.
97. The auditor should investigate the sinking-fund require
ments of mortgages and see that provision is made for them in the
accounts of the company. If there has been any default it must
be mentioned in the balance-sheet.
98. Bonds redeemed during or prior to the period under review
should be examined to see that they have been properly canceled,
or, if they have been destroyed, a certificate to that effect should
be obtained from the trustees.
99. Mortgages sometimes stipulate that current assets must be
maintained at a certain amount in excess of current liabilities.
The auditor must give consideration to this or any other stipulation
with regard to accounts or audit which may be contained in the
trust deed, and he must see that all requirements have been met.
100. Mortgages. As a mortgage derives its chief value from the
law that when it is registered it becomes a lien, the auditor may
verify the existence of such obligations by inspecting the public
records with reference not only to liabilities which may be found
on the company’s books, but also to other obligations that may
appear on the public records as unsatisfied. If the auditor lacks
the necessary facilities for making a search he may make arrange
ments with a local lawyer or title company whereby, for a small
fee, any mortgages or judgments entered against the concern
under examination will be reported to him.
101. In any event the auditor must verify the amounts as shown
in the books of account, the rates, the due dates and the property
covered by the mortgages. This may be accomplished by obtain
ing certificates from the mortgagees.
102. Unpaid interest. The auditor must remember that inter
est unpaid is a lien as enforceable as unpaid principal.
103. Judgments. Any liability for judgments against the
concern may be discovered by searching the public records, either
personally or with the aid of a local lawyer. Many business men
will not permit a judgment from which they propose to appeal
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to be entered in their accounts and it is sometimes difficult for an
auditor to find any evidence of such a liability. In such cir
cumstances it may be necessary for the auditor to mention the
facts in a footnote on the balance-sheet.
Capital Stock

104. The auditor should see that capital stock is stated in the
balance-sheet as required by the statutes of the state under whose
laws the corporation is organized, the articles of incorporation and
the company’s minutes. He must remember that the laws of
certain states provide for shares both with and without par value
and for special treatment in the case of no-par-value shares.
105. If a trust company is the registrar of the capital stock for
a corporation, it is sufficient, for verification purposes, to obtain
from the registrar a certificate of the number of shares of capital
stock outstanding.
106. In the case of companies which issue their own stock, the
stock registers and stock-certificate books should be examined to
ascertain the amount of capital stock outstanding.
107. On the balance-sheet each class of stock must be stated,
with the amount authorized, issued and outstanding. If any
stock of the corporation is held in the treasury it should be sep
arately shown, either as a deduction from the outstanding capital
stock or on the asset side of the balance-sheet, as the circum
stances may require.
108. When stock has been sold on the instalment plan, the
auditor should ascertain if any payments are in arrears. If
special terms have been extended to any stockholder the minutes
of the board of directors should be examined to see that such
terms have been approved.
109. If any stock has been sold during the period under review
the auditor should verify the receipt of payment.
110. In the case of companies having cumulative preferred
stocks outstanding on which dividends have accrued but have
not been declared the facts must be mentioned in the balancesheet. All dividends declared but not paid at the date of the
balance-sheet should be included in the liabilities.
Surplus

111. The Auditor should compare the surplus at the beginning
of the period under review with the surplus shown on the balance
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sheet at the beginning of the period and with the ledger account
to see that they agree. He should investigate the entries made in
the surplus account during the period covered by his examina
tion. The nature of the surplus should be shown on the balancesheet by division into the principal classifications, such as

(a) Capital or paid-in surplus.
(b) Surplus arising from revaluation of capital assets.
(c) Earned surplus (or deficit).
While it may be legally proper in certain cases to charge a deficit
from operations to paid-in or other capital surplus account, such
a deficit must always be disclosed.
112. Any credit reflecting appreciation based on an appraisal
of assets should be shown, where possible, on the balance-sheet
above capital and surplus as “Unrealized appreciation resulting
from revaluation of capital assets.”
Profit-and-loss Statement

113. In order to certify the profit-and-loss statement for a
given period the auditor must make such verification of the trans
actions during the period as will justify him in doing so. The
extent of the verification will be determined by the conditions in
each concern. In some cases he may find it necessary to verify
a substantial portion or all of the transactions recorded upon the
books. In others, where the system of internal check is good,
tests only may suffice. The responsibility for the extent of the
work required must be assumed by the auditor.
114. The statement should be prepared as indicated in the
following paragraphs, so as to reveal the operating results for
the period under review. Corresponding figures for one or more
years prior to the period under review should be obtained from
the books for purposes of comparison. These comparative fig
ures will furnish valuable information to the auditor and to the
banker who is asked to grant credit to the company. If unveri
fied amounts are included in the comparison that fact should be
clearly stated.
115. A satisfactory form of profit-and-loss statement accom
panies these instructions, but any other form giving generally
similar information is acceptable. The following suggestions,
however, must not be regarded as a programme for verification
of the profit-and-loss statement.
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Sales

116. Whenever it is possible, the quantities of merchandise
sold should be reconciled with the inventory on hand at the be
ginning of the period, plus the production or purchases during the
period, less the inventory on hand at end of the period.
117. Where a good cost and accounting system is in force the
sales records probably will be well kept, but the auditor should
satisfy himself, by reference to the shipping records, that the
sales books were closed on the last day of the period and that no
goods shipped after that date are included in the record of the
period. When an examination is being made for the first time,
the auditor should make sure that the sales at the beginning of
the period were recorded in accordance with the dates of ship
ment. This can be done by comparing the shipping memoranda
with the invoices.
118. Allowances to customers for trade discounts, outward
freights, reductions in price, etc., should be deducted from gross
sales in the profit-and-loss statement.
119. The unfilled orders at the close of the year should be as
certained for comparison with the record of orders on hand at the
corresponding dates of other years which will furnish an indica
tion of the concern’s condition and prospects. The auditor
should give consideration to the concern’s ability or inability to
meet its sales-contract obligations.
Cost of Sales

120. The inventory at the beginning of the period, plus pur
chases or cost of goods produced during the period, less the in
ventory at the end of the period, indicates the cost of sales. The
auditor must be careful to see that cost of sales does not include
charges which should have been classified otherwise. Inter
departmental profits should be eliminated. Any inter-company
relationships giving rise to profits or losses should be borne in
mind when determining the cost of sales.
Gross Profit on Sales

121. Gross profit on sales is ascertained by deducting cost of
sales from net sales. The ratio of gross profits to net sales
should be computed and compared with like ratios of previous
years.
348

Verification of Financial Statements
Selling, General and Administrative Expenses

122. Selling, general and administrative expenses, particu
larly the larger items, should be examined to ascertain that the
amounts are proper charges to these accounts and that the credits
do not arise from disposition of capital assets. Selling, general
and administrative expenses should be classified in the profitand-loss statement so as to display the important features of each
class. Expenses which do not fall into any of these three classes
should appear separately on the statement.
Net Profit

on

Sales

123. Net profit on sales is ascertained by deducting the aggre
gate of selling, general and administrative expenses from gross
profit on sales. The ratio of net profit to sales should be com
puted and compared with similar ratios for previous years.
Other Income

124. Income derived from sources other than sales, such as
income from investments, interest, discounts, etc., should appear
under the heading “Other income.” A schedule for each class
of income should be prepared and the auditor should assure him
self of the propriety of including each item as income.
Gross Income

125. “Other income” and “Net profit on sales” constitute
gross income.
Deductions from Income

126. Interest on bonded debt, interest on notes payable,
taxes, depreciation for which no other provision is made, etc.,
should appear under the heading “Deductions from income.”
Appropriate schedules should be prepared and the auditor should
see that the entries are justified.
Net Income

for the

Period

127. Gross income less the deductions from income constitute
the net income for the period.
Special Credits

to

Profit and Loss—Special Charges
Profit and Loss

to

128. Items of unusual profit or loss which are not the result of
ordinary transactions of the concern and items which are due to
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operations of prior periods should be shown as special credits or
special charges to profit and loss.
Profit

and

Loss

for the

Period

129. The profit and loss for the period is the result of adding
special credits to and deducting special charges from net income
for the period.
Surplus

130. Surplus is the result of adding or deducting profit or loss
for the period to or from the surplus at the beginning of the
period and deducting dividends paid or declared and other ap
propriations.
*****
General
131. In some concerns certain details of procedure suggested

in these instructions may be impracticable, and an effective
system of internal check should make them unnecessary. In
such cases tests only need be made, but the auditor must always
be prepared to justify his departure from these instructions.
* * * * *
Form of Auditor’s Certificate
132. The auditor’s certificate should be as concise as may be
consistent with a correct statement of the facts. If qualifica
tions are necessary the auditor must state them clearly.
133. The balance-sheet, the profit-and-loss statement, the
auditor’s certificate and any report or memorandum containing
reservations as to the auditor’s responsibility, any qualifications
as to the accounts, or any reference to facts materially affecting
the financial position of the concern should be connected in such
a way as to ensure their use conjointly.
134. If the auditor is convinced that his examination has been
adequate and in conformity with these general instructions, that
the balance-sheet and the profit-and-loss statement are correct,
and that any minor qualifications are fully stated, the following
form of certificate may be used:
I have examined the accounts of............................. com
pany for the period from............................. to............................
I certify that the accompanying balance-sheet and state
ment of profit and loss, in my opinion, set forth the financial
condition of the company at.................................. and the
results of operations for the period.
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FORM OF BALANCE-SHEET
Assets

Cash:
On hand.................................................
In bank..................................................
Notes and accounts receivable:
Notes receivable, customers’ (not
past due)........................................
Accounts receivable, customers’ (not
past due)........................................
Notes receivable, customers’ (past
due).................................................
Accounts receivable, customers’ (past
due).................................................

Less:
Reserve for bad debts.........................
Reserve for discounts, freight, allow
ances, etc........................................

Inventories:
Raw material on hand.........................
Goods in process....................................
Uncompleted contracts.......................
Less: payment on account..................
Finished goods on hand........................

Other current assets:
Marketable securities..........................
Indebtedness of officers, stockholders
and employees...............................
Indebtedness of affiliated companies
(current)........................................

Total current assets.....................
Investments:
Securities of affiliated companies....
Indebtedness of affiliated companies
—not current.................................
Other (state important items sepa
rately) ............................................
Fixed assets:
Land used for plant.............................
Buildings used for plant......................
Machinery.............................................
Tools and plant equipment...............
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Patterns and drawings........................
Office furniture and fixtures...............
Other fixed assets (describe fully)....

Total fixed assets..........................
Less:
Reserves for depreciation, depletion,
etc. (describe fully)......................
Deferred charges:
Prepaid expenses, interest, insurance,
taxes, etc.........................................
Other assets (describe fully)........................
Total...............................................

Liabilities
Notes and accounts payable:
Secured liabilities—
Obligations secured by:
Customers’ accounts assigned in the
amount of...................................
Liens on inventories.........................
Securities deposited as collateral. .
Other collateral.................................
Unsecured notes—
Acceptances made for merchandise
or raw-material purchases......
Notes given for merchandise or raw
material purchased..................
Notes given to banks for money
borrowed....................................
Notes sold through brokers.............
Notes given for machinery, addi
tions to plant, etc.....................
Notes due to stockholders, officers
or employees..............................

Unsecured accounts—
Accounts payable for purchases
(not yet due)............................
Accounts payable for purchases
(past due)..................................
Accounts payable to stockholders,
officers, or employees...............
Accrued liabilities (interest, taxes, wages,
etc.)........................................................
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Other current liabilities (describe fully). . .

Total current liabilities................
Fixed liabilities:
Obligations secured by:
Mortgage on plant (due date)...........
Mortgage on other real estate (due
date)................................................
Chattel mortgage on machinery or
equipment (due date)...................
Other funded indebtedness (describe
fully).................... .......................

Total liabilities.............................

Net worth:
If a corporation—
(a) Preferred stock (less stock in
treasury)..........................
(b) Common stock (less stock in
treasury)..........................
(c) Surplus:
Capital or paid-in
Arising from revaluation of
capital assets (see footnote).
Earned (or deficit).....................
If a person or partnership—
(a) Capital........................................
(b) Undistributed profits or deficit . .

Total...............................................
Contingent liabilities—classify and explain
Note.—See directions under paragraph 112.

When the balance-sheet is that of a corporation, the state under the laws
of which it is organized should be indicated.
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FORM FOR PROFIT-AND-LOSS STATEMENT
Gross sales..........................................................................
Less: outward freight, allowances and returns.............
Net sales.....................................................................
Inventory beginning of year............................................
Purchases, net (or cost of goods produced)....................
Less: inventory end of year.............................................
Cost of sales................................................................
Gross profit on sales..................................................
Selling expenses (itemized to correspond with ledger
accounts kept)...........................................................
Total selling expenses..............................................
General expenses (itemized to correspond with ledger
accounts kept)...........................................................
Total general expenses.............................................
Administrative expenses (itemized to correspond with
ledger accounts kept)..............................................
Total administrative expenses................................
Total expenses...........................................................
Net profit on sales....................................................
Other income:
Income from investments...............................
Interest on notes receivable, etc.............................
Gross income.........................................................
Deductions from income:
Interest on bonded debt..................................
Interest on notes payable.......................................
Taxes, depreciation, etc. (separately shown)........
Total deductions...................................................
Net income for the period...............................................
Add: special credits to profit and loss (separately
shown)........................................................................
Deduct: special charges to profit and loss (separately
shown).............................................. ........................
Profit and loss for period........................................
Surplus beginning of period............................................
Add or deduct items in the surplus account attribu
table to prior periods.................................................
Dividends paid..................................................................
Earned surplus at end of period............................
If a profit-and-loss statement is prepared for more than one year it should
be set up in comparative form.
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EDITORIAL
Accountants in all parts of the country
Instructions for Verifi have awaited with a good deal of
cation of Financial
impatience the publication of the text
Statements
which occupies the leading place in
this issue of The Journal of Accountancy. Bankers and credit
men also have expressed a keen interest in the authoritative
opinions which it was known the text would convey. Probably
there has never been an utterance upon accounting more widely
expected than this. And yet very little has been said officially
on the subject and the committee of the American Institute of
Accountants which has been engaged in the task of authorship
has maintained a silence which must have been somewhat
distressing to anyone who believes in the policy of the open
mouth. It was a heavy duty which the committee assumed,
and the amount of time actually devoted to the work was ex
traordinary. During an uncounted number of all-day sessions in
the quiet of one of the old New York clubs the members of the
committee reviewed, rewrote, added, struck out, simplified—all
the while endeavoring to keep in mind the excellent usefulness
of the original document upon which the recension was based—
until at last all changes had been unanimously approved, the
comments and instructions had been coordinated and the report
was ready for presentation. The title, Verification of Financial
Statements, is new and certainly better than the old, Approved
Methods for the Preparation of Balance-sheet Statements, to which
there had been a good deal of opposition. Some critics felt that
the old title was misleading or not sufficiently comprehensive.
Much of the content is new. It is believed that every important
addition to the original matter, required by changed conditions
of business or by inadequacy in the first text revealed during
an experience of twelve years, has been made. Some of the
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alterations suggested by accountants, bankers and others have
been accepted and embodied in the report. Others were carefully
considered and rejected because they did not seem applicable
except in specific and perhaps infrequent cases. The new text
will meet the constantly growing need for an official utterance
on the modern practice of accountancy, and if it be found that
some minor detail has been omitted or some rule which has been
laid down seems to an accountant here or there too exacting,
that is only to be expected. A general treatise which met
with unqualified approval of the good, the bad and the
indifferent would be a sorry thing indeed. The truth is that the
report is the most representative pronouncement upon the vital
question of accounting procedure which has been made in this
country.
The history of the case is fairly well
known. While this country was vacil
lating between neutrality and par
ticipation in the world war, a new arm of the government was
created and named the “federal trade commission.” The com
mission had an enormous undertaking before it. The country’s
business was not invariably well managed. Hundreds of thou
sands of corporations, partnerships or persons engaged in trade
were ignorant of the cost of production, handling, selling, etc.,
and it was estimated that more than half the total number of
businesses in the country had not even a vague notion of what
was involved in modern accounting or what could be accom
plished by it. There were few taxes in those days and there was
practically no supervision of trade methods. Every company,
or perhaps every company department, was a law unto itself.
American business had jumped into the forefront of international
affairs as the older nations battled for existence. Vast prosperity
was at our door and would come in whether we welcomed it
intelligently or not. And the American business man did not
seem to know quite what to do about it. We were much like
the man with a huge sum of money in the bank and no knowledge
of cheque writing. Someone was needed to inculcate the funda
mental principles of trade, commerce and industry. The federal
trade commission had the vision to discern the conditions and the
needs. It accomplished many splendid things, and, if some of its
efforts excited adverse criticism or positive opposition, no one can
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reasonably deny that business as a whole owes a debt of gratitude
to the commission, especially for its wisdom and assistance in the
early years.
The first chairman of the federal trade
Why the Original Text
commission, Edward N. Hurley, was a
Was Written
firm believer in the theory that the
accounts of a business should be so kept and so audited that
creditors and shareholders may have the comfortable assurance
of the probability of accuracy and safety. He knew well that
there was not uniformity in the methods and thoroughness of
accountants, and he was sufficiently ahead of his time to think
that there should be an irreducible minimum of investigation and
verification before certification of any financial statement.
Some prominent men of business at that time were led to extremes
by their desire for reform, and there was suggestion of a uniform
system of accounting and auditing for all sorts and conditions
of business. This excess of zeal retarded progress. The fallacy
of the theory of a universally adaptable programme of accounting
procedure was recognized at once. It was, and always will be,
impossible to devise a plan which would meet the necessities of
every kind of enterprise. But there are many factors common
to all commercial and industrial ventures, and it is not impossible
to lay down an outline of the procedure which should be followed
in almost every conceivable variety of business entity. Mr.
Hurley shared the belief of the American Institute of Accountants
that something could be done to encourage the adoption of
proper precautions by preparing and distributing a set of in
structions which would serve as a guide to accountants, bankers,
credit men and the business public—not that such a prescription
could be complete or restrictive but that it would at least show
clearly the level below which the accountant could not go and
certify the alleged verity of the accounts. Many accountants
had already prepared manuals of procedure for the direction of
their staffs and there were bankers who had given frank endorse
ment to the theory that the auditor should be not only permitted
but required to perform certain duties before he should be asked
to affirm his faith in the veracity of the statements of accounts,
especially those to be used as a basis of credit. With some of
these manuals as a point of departure, the movement for reform
began.
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Mr. Hurley approached the American
Institute and requested assistance in
the campaign which was about to be
inaugurated. Conferences in the Institute offices and at Wash
ington followed. The Institute’s committee on federal legislation
was instructed to cooperate with the federal trade commission.
The committee consisted of the president (W. Sanders Davies),
Harvey S. Chase, George O. May and Robert H. Montgomery.
Other members of the Institute were consulted during the prepa
ration of the committee’s report, and the council of the Institute
unanimously approved the programme of audit which was rec
ommended. The title first given by the trade commission to
the product of the committee’s labors was Uniform Accounting,
an unfortunate and misleading name which was enough to have
wrecked the whole undertaking. But there was such urgent
demand for a code of procedure that the unhappy designation
was not fatal. Mr. Hurley took the report of the committee
over to another branch of the administrative machinery, the
federal reserve board, and advocated general distribution
of the text to bankers, credit grantors, and the business public
generally. This proposal was followed by conferences between
the reserve board and the Institute’s committee. A few changes
were inserted by advisors of the reserve board, and the matter
was then printed in the Federal Reserve Bulletin for April, 1917.
The board did not extend formal approval to the plan of procedure
but published it as a tentative proposal and commended it to the
consideration of persons concerned with the credit structure of
the country’s business. The board apparently felt that there
might be some doubt of its right to set itself up as an authority
on the technique of accounting and therefore withheld official
sanction, but the value which members of the board placed upon
the plan was made plain in the following paragraphs from the
introduction:
How the Text Was
Published

“It is recognized that banks and bankers have a very real interest in
the subject, because they are constantly passing upon credits based upon
statements made by manufacturers or merchants.
“It is quite as much of vital interest to merchants and manufacturers,
because they realize that their credit sometimes suffers by reason of
losses incurred by bankers through credits given to merchants and manu
facturers whose statements do not correctly reflect true conditions.
“Lastly, it is of immense importance to auditors and accountants,
because they have a professional as well as a practical interest in having
the character of their professional work thoroughly formulated and
standardized. Losses incurred by bankers by reason of credits given to
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merchants or manufacturers, if such credits were given because the state
ments were either actually false or misleading in their nature, tend to
discredit accountancy as a profession and to shake the confidence of
bankers in the real value of any statements.
“Hence it is that the federal reserve board puts out this tentative
proposal with the hope of encouraging the fullest criticism and discussion.’

The Bulletin in which the instructions were printed did not
suffice to meet the demands for copies and the matter was re
printed in pamphlet form by the board and offered for sale.
After the first edition of the pamphlet, the board was induced to
change the title to Approved Methods for the Preparation of
Balance-sheet Statements and under that much better name the
pamphlet appeared in successive editions until the total sales
amounted to sixty-five thousand copies. At that point the board
ceased to reprint, and before long the instructions were out of
print and unobtainable.

And now, as the Victorian novelists
used to say, it is necessary to retrace
our steps and take up the narrative at
another point. In 1925 and 1926, the Institute’s committee on
education undertook a survey of the whole field of accountancy
and gave special consideration to classification of services which
accountants are required to render in the pursuit of their pro
fessional calling. After deliberations which lasted several
months the committee presented a report proposing a scheme
of classification which involved some rather controversial ques
tions. The committee itself was not unanimous. One of the
five members dissented from the opinion of his colleagues with
reference to some of the recommendations. The report went from
the council to the general meeting of the Institute in September,
1926, and provoked prolonged argument. Everyone, apparently,
admitted the helpful nature of the report but there were honest
differences of opinion on many of the details. It seemed inex
pedient to hasten a decision on the points at issue, and accord
ingly it was resolved that the matter should be referred to the
executive committee with instructions that the report should be
printed as a confidential document and sent to the members with
a request that they give consideration to the proposed classifica
tions and express their conclusions to the executive committee.
That committee was given power to make whatever changes
seemed to be desired by the majority of the membership and
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thereafter to publish the report as an official document. A
questionnaire was prepared in accordance with this mandate
and sent to all members and associates. Emphasis was laid
upon the desirability of a comprehensive reply from the entire
membership. The committee did everything possible to stimu
late interest and to encourage response. When it became evident
that the first questionnaire would not produce replies enough to
be regarded as the voice of the Institute, the matter was brought
again to the attention of members and two more efforts to induce
every member to reply were made. The executive committee
then found itself in a rather awkward predicament because the
replies which were received differed so materially that it was
practically impossible to harmonize them in the narrow range of
a committee report.
The committee, therefore, was con
fronted by the necessity of doing what
always must be done in such circum
stances. A special committee was appointed to take up the
whole question of classification, to study the opinions expressed
in the replies to the questionnaires, to consult with other members
and finally to bring to the executive committee the results of its
deliberation. The special committee, as has been said, spent a
great deal of time in survey and in the preparation of its report,
but only one or two changes in personnel occurred during the whole
course of the work. Several of the most eminent and also the
busiest accountants in the country gave time and talents without
stint to the accomplishment of the task set before them. We may
let the names of the committee members speak for themselves
of the prestige and authority with which the report is vested.
It has been a traditional editorial policy of The Journal of
Accountancy to refrain from the mention of accounting firms by
name, but in this one instance it seems judicious to give brief
descriptive notes about the men who have rendered this signal
service to the profession. The report bears the signatures of
Arthur W. Teele (chairman), member of council of the Institute,
partner, Patterson, Teele & Dennis; William B. Campbell,
chairman of the Institute’s special committee on cooperation
with bankers, partner, Price, Waterhouse & Co.; W. Sanders
Davies, first president of the American Institute, member of
council, partner, Davies & Davies; F. H. Hurdman, president
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of the American Institute, partner, Hurdman & Cranstoun;
William H. West, past president of the American Institute,
member of council, partner, West, Flint & Co., and John R.
Wildman, chairman of the Institute’s committee on education,
partner, Haskins & Sells.
This committee decided at the outset
that one of the subjects which must be
considered as germane to the main
question of classification was the kind of services rendered by
accountants and described in the pamphlet Approved Methods for
the Preparation of Balance-sheet Statements. This was the only
authoritative description of a class of professional service which
had ever been issued here, and, as the Institute was the author of
that document, it seemed appropriate that when classification was
under discussion by the Institute’s committee the question of
possible revision of the pamphlet should be considered before
anything else. The committee knew that it would be a long
and difficult undertaking to rewrite the instructions, so as to
give expression to every salient point, but the work was to be
done—and it was done at the cost of many days and perhaps a
little weariness. One may weary even in well doing. However,
the work of revision is now over and the committee is turning its
attention to completion of its recommendations on the general
classification of services, which will probably be available soon.
When the special committee’s report came before the executive
committee it was unanimously approved, and at the meeting
of council on April 8th the action of the executive committee was
endorsed without dissent. The new instructions have now been
presented to the federal reserve board and they are being printed
by order of that board. Copies will probably be ready for
distribution almost as soon as this issue of The Journal of
Accountancy reaches the hands of its readers. And that is
the history of the writing and publishing of the revised version
of what has often been called “the accountant’s bible.”

The Report Is
Written

This new set of instructions contains
What the Instructions
Include
almost everything that was in the
pamphlet Approved Methods for the
Preparation of Balance-sheet Statements, but the whole document
has been rewritten, and it is in effect an old and valued friend
fitted out in new habiliments suited to the times and the seasons.
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For example, when the original text was written there was not
much to be said about liability on account of federal taxes.
The matter was scarcely mentioned. Yet within the narrow
space of twelve years federal taxes have become at once the
friend and the foe of every accountant. The new instructions
deal with that question. Half a dozen similar items which have
thrust themselves into prominent positions on the balance-sheet
of today were not obtrusive in 1917, and they too received scant
attention in the first text but receive comprehensive treatment
in the new. It is, however, superfluous to attempt here a critical
analysis of the changes. Everyone who reads this magazine
will certainly wish to subject the entire report to careful con
sideration. It is not with the details but rather with the course
of events that we are now concerned. It should be remembered,
however, that the instructions do not present explicit rules to
meet every contingency which may occur in the practice of
every accountant. The purpose of the committee was to set
forth what it believes to be the correct procedure in the ordinary
verification of financial statements. The principal points are
explained. Minor problems which will arise in specific and
unusual cases are left to the discretion of the accountant. The
instructions, therefore, are not to be regarded as complete, but,
as we have said before, they do provide an indication of those
things which the accountant must not leave undone if he is to
certify that a statement of accounts in his opinion correctly
portrays the financial condition of a business.

One of the noteworthy enactments
during the present excessively active
season in state legislation is a new
statute in Arkansas, laying a tax upon the incomes of persons and
corporations. The prime purpose of the act is only mildly inter
esting. It merely brings another state into the rather unpopular
list of jurisdictions in which one’s income is liable to reduction
for what is said to be the public good. But the Arkansas law
has one section which is of great importance to the accountants
of that state, and it is quite certain that members of the pro
fession elsewhere will cast envious eyes toward their blessed
brethren of the Ozarks. Article 5, section 25, paragraph 3, reads
thus:

Arkansas Recognizes
the Profession

“Whenever a return is filed and a certified public accountant duly
authorized under the law of Arkansas certifies that he has made an audit
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of the taxpayer’s records for the income year and has prepared the return
to which his certificate is attached, such return shall be accepted by the
commissioner as prima facie true and correct.”

This is not to be regarded as a loose and bland reliance upon
anyone who calls himself an accountant, for we read in article 6,
section 30, paragraph 7, the following warning:
“Any certified public accountant who shall make a false certificate
to any return as filed and offered to the commissioner pursuant to para
graph 3 of section 25 herein shall be guilty of a felony and shall, upon
conviction thereof, be fined in any sum not to exceed $1,000 or be im
prisoned not to exceed one year and his certificate shall be forthwith
canceled and revoked.”

But who can object to that? It seems only right that the recogni
tion of the profession’s abilities should be accompanied by recog
nition of the profession’s responsibilities. And the man who
deliberately makes a false return of income whether for himself
or as agent for another does not deserve any sympathy when the
burden of punishment is laid upon him. The new law in Arkansas
is verily a step forward, and the accountants there are naturally
much gratified. A prominent practitioner of that state writes
that “if other states would have a similar provision and if the
federal government would also incorporate in the federal law a
similar provision, a great deal of the unnecessary examination
being made by incompetent examiners in the employ of the
government could be eliminated and the actual cost of enforce
ment materially reduced.”
Of course there are many examiners
who are not incompetent and it would
not be well to dispense entirely with the
field force of the bureau of internal revenue. There will
always be need for a peripatetic inquisition of some sort. But
it is indubitable that a vast saving of time, expense and dis
content could be effected by the adoption of some such law or
regulation as that which now appears on the statute books of
Arkansas. Probably a law is not required. The recognition
could be extended by the commissioner of internal revenue if
he saw fit to do so. In some foreign countries where incomes are
taxed—and where are they not?—a return bearing the signature
or giving the name of a professional accountant who has prepared
the statement is accepted at its face value in the absence of any
cause to doubt its accuracy. There is nothing in our national
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tax law and we have no knowledge of anything in state laws
which would prevent the acceptance of an accountant’s report as
prima-facie evidence of veracity. Very few people intentionally
defraud the government. Most of the faulty returns owe their
weakness to the ignorance of the taxpayer or of someone who
because of an error of judgment considers himself competent to
advise. It is not a great presumption to believe that the ordi
narily intelligent accountant is able to prepare a tax return in a
reasonably acceptable way, and, as the taxpayer is generally
honest, it is not probable that he would attempt to induce his
accountant to be dishonest for him. So it seems clear that even
were the accountant evilly disposed there would be no inducement
to falsity except in the case of a criminal client. Such clients are
rare and accountants who would be seduced by them are rarer
still. Where, then, can one find sound cause for opposition
to the progressive plan of Arkansas? Surely a measure which
facilitates reporting, avoids superfluous investigation, reduces
the expense of collection and makes for the equanimity of the
taxpayer is worth much, even though it may bring some benefit
to the accountant. The only logical objection would arise in the
ranks of the government employees who would be deprived of
occupation.
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The special committee on terminology submits the following tentative
definitions for consideration and criticism. Comments from readers will be
welcome. Letters may be addressed to the committee in care of The Jour
nal of

Accountancy.

SURPLUS—APPRAISAL:
The assets of an enterprise, particularly the fixed assets, may be carried on
the books at values far above or far below actual present values; due to the
general fall in the value of monetary units in recent years assets purchased
many years ago are likely to be carried at values incommensurate with present
prices. To rectify this condition it is common to have values fixed by appraisal;
if the values so fixed exceed the book values and are substituted therefor there
is brought into existence an apparent surplus. This is the appraisal surplus.
In so far as it represents only the diminished value of a monetary unit and
not an increase in the economic value of the assets the appraisal surplus should
be treated as a part of the permanent capital, not to be depleted by credits to
operations or to reserve accounts.
It sometimes happens that part of the increase is due to a rectification of
former depreciation provision in excess of that needed to cover actual deterio
ration; any surplus demonstrably arising in this way is only a correction of
former profit accounts and may be added to current surplus.
SURPLUS—APPROPRIA TED:
Part of a surplus set aside for some specific purpose, such as retirement of
preferred stock or of obligations, or for the extension of permanent plant.
Such appropriated amounts remain part of the surplus unless they are formally
transferred to capital account.

SURPLUS—BOOK:
The surplus as shown by the books without correction for understatement or
overstatement of assets and liabilities.
SURPLUS—CAPITAL:
Surplus not arising from profits of operation but from such sources as sale of
capital stock at a premium, profit on dealings in a corporation’s own stock,
donated stock, appraisal valuations and surplus shown by the accounts at
organization. Capital surplus should not be depleted by any credit to opera
tions; it may properly be the basis of a stock dividend.

SURPLUS—CONTRIBUTED:
This is a capital surplus arising from contributions by stockholders or others.
Such surpluses are unusual; a surplus arising from assessment on stockholders
is a capital surplus but not a contributed surplus.

365

The Journal of Accountancy
SURPLUS—CORPORATE:
The surplus of a corporation.

SURPLUS—CURRENT:
The surplus from which dividends may be paid. It is derived from profits of
a business, including all realized profits whether ordinary or extraordinary
profits, but excludes capital and appraisal surplus.
SURPLUS—EARNED:
Surplus derived from the profits of a business.
surplus.

Does not differ from current

SURPLUS—FREE:
Surplus that has not been appropriated for any specific purpose, and out of
which no dividends have been declared and remain unpaid.
SURPLUS—NEW
SURPLUS—OLD
When a corporation undergoes a reorganization, it frequently happens that
a surplus existing before reorganization is treated as a capital or quasi-capital
item, profits after the reorganization being carried to a new account. Hence
the terms “new” and “old” surplus. These terms are of little value and have
not an established technical meaning.
SURPLUS—PAID-IN:
Upon the formation of many corporations, especially those engaged in
banking, an amount in excess of the face value of the capital stock is paid for
their stock. The excess is paid-in surplus. It may be paid-in either in money
or in assets.

SURPLUS—RESERVED:
A part of the surplus set aside for some specific purpose, such as a “general
reserve.” It is, in fact, still a part of the surplus.
SURPLUS—UNAPPROPRIATED ]
SURPLUS—UNCOMMITTED
SURPLUS—UNENCUMBERED
:
SURPLUS—UNRESERVED

That part of surplus that has not been set aside for any specific purpose but
remains available for any purpose to which surplus may be applied.
VALUE—ACTUAL:
Not a precise term. It means real value as distinguished from a value shown
by books or records.
VAL UE—APPRAISED:
A value estimated by appraisers on physical examination of assets, usually
fixed assets.

VALUE—ASSAY OFFICE:
Value of metals or ores in respect of the bullion content as shown by assay.
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VALUE—ASSESSED:
A value set upon real estate by government assessors for the purpose of
assessing taxes. Such taxes are computed as a percentage of the values of the
properties and the values used for assessment are intended to be a fair but
conservative estimate of the price for which the property could be sold. In
some districts assessed values are fixed at some percentage of estimated sale
value (less than 100%) the same percentage being applied to all property
subject to the same tax.
VALUE—BOOK:
Value as shown by books, not corrected for any understatements or over
statements.

VAL UE—BREAK- UP:
The amount which could be obtained for assets at forced sale and upon
discontinuance of their use in a business.
VAL UE—BULLION:
The value of ores or metals in respect of the content of gold and silver.

UE— CARRYING:
Val
Where stocks are pledged for loans the amount that will be advanced by
banks on their security is a percentage—about 80%—of their value; this value,
however, is not necessarily the market quotation, but a more conservative
value fixed by the lending banks and called the carrying value. The difference
between market and carrying value is greatest in the case of highly speculative
securities, especially in an excited market.
VALUE—DEPRECIATED:
The residual value of assets that have lost part of their original value by
reason of wear and age; technically, original value less accrued depreciation.
This term does not distinguish between book and actual value of assets, but
indicates only that the value given is after deducting a provision for deprecia
tion; the question whether the value given is based on cost, appraisal, or
estimated reproduction cost (in each case less a provision for depreciation)
must be covered by further explanation.

VAL UE—EARNING-CAPACITY:
In valuing a going concern, or shares of its stock, it has been reasoned that
there is no intention to liquidate its assets and that the only return hoped for
is the profit to be made and presumably distributed in future. Accordingly,
values have been estimated on the basis of the present value of a permanent
annuity of the amount of the earning capacity as shown by past experience,
discounted at some rate depending upon the estimated probability of the con
tinuance or growth of the earnings. In such computations the value of the
tangible assets has no influence except as it may be thought to throw light on
the prospect of continued profit. The value so found is the earning-capacity
value. It was one of the alternate methods used by the U. S. government in
computing the value of capital stock for the purposes of the capital-stock-tax
law. Although logically correct its computation is so dependent upon personal
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views and opinions that the results in varying hands are often widely divergent.
Stock-market prices are largely based on such estimates of values.

VALUE—FACE:
Value of bonds, stocks, mortgages and similar securities as set forth in the
documents themselves.

VALUE—FAIR MARKET:
A term used in income-tax law, meaning the probable value that would be
fixed by a willing buyer and a willing seller.
VAL UE—FORCED-SALE:
Value that could be obtained if the asset under consideration were sold at
once for whatever price could be obtained.

VALUE—FORECLOSURE:
Not an established technical term.

VALUE—GOING:
Value of assets that are now in commercial use, estimated with the pre
sumption that the use is to be continued.
VAL UE—INSURANCE
VALUE—INSURABLE
The value for which any property may be insured.
VAL UE—INTANGIBLE:
A value based upon considerations other than the intrinsic value of tangible
assets. Goodwill, trade-marks, rights-of-way, are examples of assets having
intangible values.

VALUE—INTRINSIC:
Value based upon tangible assets, including only their value when separated
from any special intangible value that may attach to them in respect of their
present use.
VALUE—JUNK:
Residual value of the old materials when physical assets are completely
discarded and broken up.
VALUE—LIQUIDATION:
Value that can be obtained upon liquidation of a business and sale of its
assets.
VALUE—MARKET:
Value computed on the basis of market quotations. Applicable only to
securities and to staple products that are currently quoted, such as steel,
wheat, rubber, coffee.
VALUE—NUISANCE:
This is not a true value, but is the amount that some one other than the
owner of a property will pay for it, not for it’s own sake but because in its
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present hands it is an annoyance or is actually damaging to the prospective
buyer.

VALUE—ORIGINAL COST:
The amount paid for an asset by its present owner, including the cost of
subsequent betterments and without any deduction for depreciation. Ordi
nary repairs and maintenance are not part of original cost.
VALUE—REPRODUCTION:
A value estimated on the basis of cost of reproduction at present prices; it
means the cost of reproduction less a depreciation provision corresponding to
the proportion of original value that has been lost through wear and age.
VALUE—REPRODUCTION-COST:
The amount that it would cost to reproduce an asset at the present time,
with no deduction therefrom in respect of depreciation that may have been
suffered.
VALUE—RESIDUAL:
The value remaining after the usefulness of an asset has been partly ex
hausted. Such assets as stereotype plates for books that have been issued in one
or more editions, and moving-picture negatives that have been partly exploited,
have residual values that are not referable to their physical condition, but to
the extent to which they may profitably be used in the future.

VALUE—SALES:
This term is applied to value placed upon merchandise, computed at selling
prices. Where costs are not available, as in the case of merchandise on the
shelves of some department stores, inventories are valued at selling prices and
an amount deducted from the total that is equivalent to the percentage of gross
profit usually made on sales. As the selling prices used are partly markeddown prices this procedure makes due allowance for deteriorated goods without
the labor of tracing each cost price and adjusting it for obsolescence and
damage.
VALUE—SCRAP:
See “Value—junk.”
VALUE—SOUND:
A term used by appraisers, meaning present reproduction cost less accrued
depreciation.

VALUE—SURRENDER:
A term applied to the amount recoverable from an insurance company upon
the surrender of a policy before its date of expiration.

VALUE—TANGIBLE:
Value represented by tangible assets, excluding goodwill, trade-marks and
similar assets.
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Taxpayers who are subject to the risk of sustaining losses by embezzlement
must be able to trace such losses to the years in which they take place if such
losses are to be deducted as “losses sustained during the taxable year and not
compensated for by insurance or otherwise, if incurred in trade or business.”
If the embezzler, however, misappropriates funds of the taxpayer’s clients and
the taxpayer opens an account with the embezzler at the time the fraud is
discovered, and the account is found to be uncollectable, then the taxpayer may
deduct the amount of the uncollectable account in the year he determines that
it is uncollectable.
Such is the inference that may be drawn from a decision made by the United
States court of appeals, eighth circuit, in the case of John H. Farish and Co, v.
Commissioner of internal revenue.
It appears from the record that the taxpayer’s business principally consisted
of collecting rents for clients; that a trusted employee embezzled $57,000 of
funds collected from the taxpayer’s clients and was called upon to make good
the defalcations; that upon the discovery that only about $6,000 of the defalca
tions could be restored the remaining $51,000 was charged off in the year in
which the defalcation was discovered and the account was found to be worthless.
Accountants were engaged after the shortage was discovered and they found
that $10,000 had been embezzled in 1919 and $10,000 in 1920. The remaining
$37,000 had been misappropriated prior to 1919. Confronted with this condi
tion, the revenue agents determined that the taxpayer was entitled to deduct
$10,000 in each of the years 1919 and 1920, as losses sustained and not com
pensated for in those years, but apparently no deduction was allowed for prior
years, because it was not possible to prove just how much of the loss was sus
tained in each of the previous years, or, perhaps, because the statute of limita
tions had barred the redetermination and refund for years prior to 1919.
The court held that inasmuch as the embezzlement was of the taxpayer’s
clients’ funds and the taxpayer had paid the clients the amounts found to be
due to them, and as he had charged the amount so paid to the embezzler’s
account, the amount of the loss became an account receivable. This account
was later found to be uncollectable as to its major part, was charged off and
deducted in the taxpayer's return, and the deduction was allowed by the court.
To the lay mind it seems inconceivable that such a loss was not allowed by
the commissioner at first without question, for the following reasons:
1. The facts recited by the court were known to the commissioner, when the
revenue agent reported on his findings.
2. There were precedents at that time which indicated that under such con
ditions as were present in the case the loss was deductible as a bad debt.
The apparent obstinacy of the bureau of internal revenue seems unjustifiable.
The pursuance of such a policy placed on this taxpayer the hardship and ex
pense of employing counsel and the additional incidental costs of litigation.
It is doubtful whether the taxpaying citizens expect the government to go to
such lengths in pursuing a few stray tax dollars, and the treasury department’s
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more recent policy of meeting a taxpayer halfway in the settlement of such
controversies, we believe, grew out of a realization that a victory in such cases
as the one under consideration reflected no credit on the government nor on
those responsible for such victories.

SUMMARY OF RECENT RULINGS
Depletion and depreciation deductions on the unit-of-production basis for
1918 and 1920 on coal-mining properties may not be based on a new and cor
rected estimate of recoverable coal made in 1922, which new estimate may be
used as a basis only for taxable years after the estimate was made. (Kehota
Mining Co. v. C. G. Lewellyn, former collector, and Kehota Mining Co. v. D. B.
Heiner, collector. U. S. circuit court of appeals, third circuit.)
Gain from the sale by the trustee of securities, part of a residuary trust fund
bequeathed, after a life estate, to exempt charitable, etc., institutions, is
exempt if such income is permanently set aside for payment to such institutions
or if, by the terms of the will, the income is to be payable to charitable uses,
and such income may not be taxed even though the trustee has power to
divert it to non-exempt fields, until such actual diversion is made. (The Hart
ford-Connecticut Trust Co., trustee of the estate of Frank C. Sumner, v. Robert
O. Eaton, collector. U. S. district court, district of Connecticut.)
The statutory basis under the 1921 act for sale of trust property by the
trustee should be adjusted for depreciation sustained whether or not such
depreciation was deducted in the return for the trust. (Old Colony Trust Co.
v. White. District court of the United States, district of Massachusetts.)
No deductible loss was sustained in the amount of the excess of the cost of
rebuilding in 1920 a unit of a lumbering plant destroyed by fire in 1919 and the
amount of insurance collected therefor. (Pelican Bay Lumber Co. v. David
H. Blair, commissioner. U. S. circuit court of appeals, ninth circuit.)
Debt resulting where a bank was compelled to make good a letter of credit
issued upon an irrevocable guaranty by another bank covering a purchase by a
customer of the latter, which the latter revoked and the former refused to
accept, charged off in 1920, was held not to have been ascertained to be worth
less within the taxable year, where the guarantor was a going banking concern
not shown to be insolvent in any sense of the term, and the taxpayer brought
suit against it shortly after the charge-off. (American Trust Company, succes
sor to American National Bank, v. Commissioner. U. S. circuit court of appeals,
ninth circuit.)
Where the accrual basis upon which a corporation kept its books admittedly
did not reflect true net income as used in a return under the option provided in
sec. 13 (d), act of 1917, in that an item of inventory otherwise valued at cost or
market, whichever was lower, was valued at a constant figure regardless of
changes in cost or market value, income for 1917 must be computed on the
cash-receipts-and-disbursements basis. (American Can Co. v. United States;
Detroit Can Co. v. United States; Missouri Can Co. v. United States. U. S.
court of appeals, third circuit.)
Loss from embezzlement over a period of years by an employee of the tax
payer in the business principally of collecting rents for clients is deductible as a
bad debt in the year the employer was called upon to make good the defalca
tions and the amount was charged off upon determining that recovery could not
be made from the employee, the money embezzled being trust funds belonging
to the taxpayer’s clients. (John H. Farish and Co. v. Commissioner. U. S.
circuit court of appeals, eighth circuit.)
A hotel serving tea in its public rooms and furnishing music for dancing
without charge of any kind for dancing, is not subject to the tax imposed on
roof gardens, cabarets or other similar entertainment by sec. 800 of the 1918
and 1921 acts. (The United States of America v. The Broadmoor Hotel Co., a
corporation. U. S. district court, district of Colorado.)
Intangibles consisting of trade marks, trade names, trade brands and good
will are not such property as is subject to obsolescence within the meaning of
sec. 214 (a) (8), acts of 1918 and 1921.
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Profit from the sale of old whiskey sold by a distiller in 1922 is not subject to
the capital-gain provision of sec. 206, act of 1921, such property being stock in
trade properly included in inventory.
A distillery plant became obsolescent in 1921 when the Willis-Campbell act
became effective and a permit to distill medicinal whiskey was refused, and
obsolescence and depreciation should be allowed on warehouses in propor
tion to the reduction in useful and valuable capacity during each year. That
a permit to distill medicinal whiskey may be issued at some future time is a
hypothetical assumption contrary to fact. (Frederick C. Renziehausen v.
Commissioner; Commissioner v. Frederick C. Renziehausen. U. S. circuit court
of appeals, third circuit.)
Two corporations were held not to be affiliated for 1920, the ownership by
one company of 80% of the stock of the other not constituting ownership or
control of substantially all its stock. (Wadhams & Co. v. The United States.
Court of claims of the U. S.)
Profit from the sale in 1917 of realty acquired in 1915 by a corporation or
ganized in that year to acquire the assets of two railway companies by the issue
of its capital stock dollar for dollar for the outstanding stock of the predecessor
corporations was determined on the basis of the value of such realty carried on
the books which was the original cost price to the predecessor corporation.
{Seaboard Air Line Railway Company v. United States. Court of claims of
the United States.)
Amounts charged in 1920 to the chief stockholders of a corporation repre
senting the balance of a contract which had proved worthless transferred by
such stockholders to the corporation in exchange for stock, constitute contribu
tions of capital and are not deductible by the stockholders either as a loss or as a
reduction in salary, as claimed by the taxpayers. (Warren E. Burns, Williard
A. Walsh & Carl Schaetzer v. Commissioner. U. S. circuit court of appeals,
fifth circuit.)
A valid and completed gift of stock by the decedent to his wife over two
years prior to his death in 1921 was consummated, no part of which should be
included in the decedent’s gross estate, the court holding that the decedent in
tended to do whatever was necessary to complete the gift to his wife, and made
sufficient delivery effectually to pass legal title where the transfers were re
corded on the corporate books and new certificates issued in the wife’s name,
part of which certificates were substituted for the old certificates of stock used
as collateral by banks and the balance placed in the decedent’s safe-deposit box
to which the agent of his wife had access. That the wife had given to the dece
dent, prior to the transfers, power of attorney to sign or endorse the stock and
to negotiate purchase and sale thereof, which power the decedent never exer
cised, or that the income thereof was used in the payment of the household
expenses and for maintenance of a yacht, under powers of attorney, does not
establish that the decedent did not part with dominion and control over the
stock. (Norman W. Bingham, jr., et als., executors of the will of King Upton v.
Thomas W. White, collector. District court of the U. S., district of Massa
chusetts.)
Share of 1919 profits credited to a salesman in addition to a salary on the
books of a corporation under a contract to share profits and losses during the
contract upon an accounting at the termination of the contract, which was
terminated in 1921 when the losses exceeded the profits, is not deductible in
1919, since under the terms of the contract the corporation never actually
became liable for any amount of profits. (United States of America v. Block &
Kohner Mercantile Co., a corporation. U. S. district court, eastern division of
the eastern judicial district of Missouri.)
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Institute Examination in Law
By Spencer Gordon

[The following answers to the questions set by the board of examiners of
the American Institute of Accountants at the examinations of November,
1928, have been prepared at the request of The Journal of Accountancy.
These answers have not been reviewed by the board of examiners and are in
no way official. They represent merely the personal opinions of the author.—
Editor, The Journal of Accountancy.]
EXAMINATION IN COMMERCIAL LAW
November 16, 1928, 9

a.m. to

12:30 p.m.

Answer no more than ten questions as directed.
Give reasons for all answers.
(Each question counts 10 points.)
GROUP

I

The candidate must answer all the following questions:
Give the essential elements of a contract and define or explain each

No. 1.
element.
Answer:
The essential elements of a contract are:
(a) The parties must be of legal capacity. By this is meant that neither
party can be under age, insane or acting under any disability that the law
regards as rendering the party incapable of making a contract.
(b) There must be an expression of mutual assent of the parties to a promise
or set of promises.
(c) There must be an agreed valid consideration. In order to have a valid
consideration there must be a detriment incurred by the promisee or a benefit
received by the promisor at the request of the promisor. In the case of mutual
promises where each is the consideration of the other the promises are valid
consideration if the promises given are for the performance of some acts which
if executed would be a sufficient consideration for an obligatory contract.
The word detriment as used above means giving away something which the
promisee had a right to keep or doing something which he had a right not to do.
The word benefit as used above means the receiving as the exchange for his
promise of something which the promisor was not previously entitled to receive.
That the promisor desired it for his own advantage and had no previous
right to it is enough to show that it was beneficial.
(d) The agreement must also not be declared void by statute or common
law. An example of a contract declared void by common law would be one
that is opposed to public policy, such as a contract in aid of a public enemy or a
bootlegging contract.
No. 2.
Detroit, Michigan, October 2, 1928.
Thirty days after date I promise to pay to the order of John A. Miller,
five hundred and 00/100 dollars at the Second National Bank & Trust Co.
George M. Chapman.
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Give the circumstances in which each of the following endorsements might
have been made on the above note:
(a) George M. Chapman.
(b) Pay to the order of Lester C. Mayer.
George M. Chapman.
(c) Pay Lester C. Mayer only.
George M. Chapman.
(d) Pay Industrial Savings Bank for deposit.
George M. Chapman.
Answer:
There is a mistake in this question. Where “George M. Chapman ” appears
in (a), (b), (c) and (d) it should be “John A. Miller” and the question will be
answered as if it were worded that way.
(a) Miller discounts the note to Mayer who, however, desires further to
negotiate the note without the necessity of his, Mayer’s, endorsement and
identification. Miller, therefore, endorses the note in blank, thus making it
“bearer paper.”
(b) Miller desires to pay a debt owing by himself to Mayer, but the latter
does not desire the risk of holding bearer paper. Miller, therefore, endorses
“specially,” thus requiring Mayer’s endorsement before it becomes again
negotiable.
(c) Miller has authorized Mayer to collect the note for him. He, therefore,
puts on a restrictive endorsement which constitutes Mayer his agent and
practically prohibits further negotiation except for collection purposes.
(d) This is also a restrictive endorsement and results in making the bank
the agent for collection, the proceeds to be credited to Miller’s account.
No. 3. A client of yours leases a plot of land for a term of 21 years with
a right to renew the lease for a further term of 21 years. Your client erects a
building on his leased land. The building has an estimated useful life of 35
years. The lease provides that upon the termination thereof the building
shall become the property of the lessor. Under the federal income-tax law
what yearly deduction, if any, could you take to cover the cost of the building
to your client?
Answer:
He should deduct 1/35 of the cost each year if the building is used for busi
ness purposes. If the building is used as a residence he should not deduct
anything.
No. 4. Distinguish between a partnership, a joint stock association and a
corporation.
Answer:
A corporation is an artificial entity brought into existence by the sovereign
power of the state, and the individual liability of its members is completely
eliminated unless some part of that liability is especially reserved by statutory
or constitutional provision. Its members or shareholders can transfer their
shares or interest to another without the consent of other shareholders. As
such artificial entity it can take and hold title to property. It can sue and
be sued in its name. It can sue its shareholders and be sued by its shareholders.
A joint stock association is formed by written agreement of individuals with
each other, and its whole force and effect in undertaking and creating the
organization rests upon the common-law-right and power of the individuals
to contract with each other. The relation they assume is entirely the product
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of their mutual agreement and does not depend upon any grant from the state.
The individual liability of the members, therefore, remains intact unless there
is express statutory authority for its elimination. A joint stock association
does not hold title to real estate in its name but usually title is vested in trustees
for the benefit of the association. The capital and ownership of a joint stock
association are represented by shares of stock which are as in the case of cor
porations transferable at will. As in the case of the corporation the death of
a shareholder does not dissolve the association. Under the common-law
rule a member of a joint stock association can not sue at law another member
on a contract with the association nor could a member under the common law
have sued the association. In some jurisdictions there are statutes which
limit the formation of joint associations and these statutes have made them
very similar to corporations. For example, they have permitted a mem
ber to sue the association in the same manner that a stockholder can sue
a corporation and they have permitted the association to be sued in its own
name whereas at common law this could not have been done. As in the case
of a corporation a joint stock association can exist forever.
A partnership is fundamentally based on the right of individuals to contract
with one another and it does not derive its authority from the sovereign. It
does not exist as an entity separate from its members and it can not sue or be
sued in the partnership’s name. The members are usually known to each
other and are bound together by ties of mutual confidence. The members of
a joint stock association are not usually known to each other. The interest
of a member of a partnership is not transferable at will as in the case of the
interest of the member of a joint stock association or corporation and the death
of a member of the partnership terminates the partnership. A partner as
such may contract for the partnership and bind the other members indi
vidually.
Generally those who deal with a stock association are supposed to know
that authority to manage its business is conferred upon its managers or direc
tors and that a shareholder as such has no power to contract for the association.
No. 5. Best made a promissory note jointly with Kelly for Kelly’s ac
commodation. Kelly altered the note into the note of a corporation, in which
both were officers, forging other signatures and causing Best’s signature to
appear as that of a personal endorser of the note. The X bank, a holder, in
due course, sued Best personally upon this endorsement. Could it recover?
Answer:
X bank could not hold Best liable as an endorser on the note of the corpora
tion, for the corporation’s signature was forged and Best’s signature as an
endorser was also forged. The negotiable-instruments law provides that
where a signature is forged or made without authority no right to enforce
payment thereof against any party thereto can be acquired through or under
such signature. This section, however, goes no further than to make such
signature inoperative and to bar the enforcement of a right founded thereon.
It does not purport to declare the instrument void nor the genuine signatures
thereon inoperative. Another section provides that where a negotiable
instrument has been materially altered without the assent of all parties thereon
except as against a person who has assented thereto it is avoided, and provides
further that when an instrument has been materially altered and is in the
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hands of a holder in due course, not a party to the alteration, he may enforce
payment thereof according to its original tenor. Possibly, therefore, the X
Bank could hold Best to his liability according to the original tenor of the note
which would be as an accommodation maker.
GROUP II

The candidate must answer five of the following questions:
No. 6. Jones lent Smith $50. At the time Jones stated that he owed
Fisher $50 which he had promised to pay the next day. Smith in considera
tion of the loan promised Jones that he would pay the $50 to Fisher the next
day, which, however, he failed to do. Fisher sued Smith on Smith’s promise
to Jones. Could he recover?
Answer:
This is a contract for the benefit of a third party of the type known as the
debtor-creditor type. In some jurisdictions the third party can recover and
in some jurisdictions he can not.
No. 7. A owes B $10,000. B takes out a policy of $10,000 insuring the
life of A. Subsequently A pays the loan in full but B continues the policy.
Is it valid?
Answer:
No. While A was a debtor of B the latter had an insurable interest in A’s
life. When the debtor-creditor relationship ceased there was no longer an
insurable interest.
No. 8. What is a bill of sale?
Answer:
A bill of sale is a writing in the form of a receipt acknowledging payment
of the consideration for the property therein described and showing a present
transfer of title from the seller to the buyer.
No. 9. In what circumstances is it necessary for a holder to present a bill
of exchange for acceptance?
Answer:
The negotiable-instruments law provides that presentment for acceptance
is necessary only (1) where presentment is essential to fix the maturity of the
instrument; (2) where the bill expressly stipulates that it shall be presented
for acceptance, or (3) where the bill is drawn payable elsewhere than at the
residence or place of business of the drawee.
No. 10. Are dividends on stock of corporations taxable under the federal
income-tax law when received (a) by an individual, (b) by a corporation?
Answer:
(a) Dividends are taxable to individuals. They are subject to the surtax
but not the normal tax.
(b)
Dividends are not taxable to a corporation.
No. 11. X, stockbroker, is insolvent but refuses to make an assignment
for the benefit of his creditors, or to take any other action. Is there any way
by which his creditors can bring about a distribution of X’s assets pro rata
between them?
Answer:
Yes. By filing an involuntary petition in bankruptcy against X. There
must, however, be an act of bankruptcy in order to do this. Permitting,
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while insolvent, any creditor to obtain a preference through legal proceedings,
and not having at least five days before a sale or final disposition of any prop
erty affected by such preference vacated or discharged such preference, would
be an act of bankruptcy.
No. 12. You enter into an agreement with the Y corporation to purchase
100 shares of its preferred stock at its par value of $100. The Y corporation
agrees upon receiving payment to issue to you the 100 shares of preferred
stock and 10 shares of its fully paid non-assessable common stock of the par
value of $10. Upon payment you receive the stock, the common stock having
printed across its face the words “Fully paid and non-assessable”. Subse
quently the Y corporation becomes insolvent and its trustee in bankruptcy
sues you to recover $100, the par value of the common stock. Can he recover?

Answer:
Yes, the trustee can recover. It is a fraud on creditors for a corporation to
issue stock as fully paid for less than its par value. This is the rule unless the
corporation is expressly authorized by its charter or by a general statute to
issue stock in the manner described in this question.
No. 13. A held the note of B for $300 due August 15, 1928. On July 5,
1928, A accepted from B $275 in full payment of B’s note. Subsequently in
August A sought to collect a balance of $25 from B. Would he succeed?
Answer:
No. A was not bound to pay anything prior to August 15, 1928. Payment
by him of $275 on July 5, 1928, in full payment of the note, therefore, discharged
his obligation.
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ILLINOIS ACCOUNTANCY EXAMINATION

This department has received several requests to solve the following prob
lems which were given by University of Illinois board of examiners in account
ancy in the examination in theory of accounts and practical accounting on
November 22 and 23, 1928.
Problem:
The Hill and Dale Realty Company was incorporated on January 1, 1928,
for the purpose of buying and selling real estate. Its activities to date have
been confined to the purchase of three tracts of land, two of which have been
improved and divided into lots. These tracts are known as the Pelham Park
Subdivision, Arlington Hills Subdivision and the Oak Terrace Subdivision.
Pelham Park and Arlington are now being sold and it is the intention of the
company to improve and put on the market the Oak Terrace Subdivision some
time in 1929. The sales that have been made to date are all on instalment
contracts.
The company has called upon you to audit its books and records. The
following trial balance was abstracted from the company’s general ledger at
December 31, 1928:
Credits
Debits
Particulars
Cash......................................................................... $371,396.60
$500,000.00
Capital stock outstanding......................................
Pelham Park Land.................................................. 100,000.00
67,500.00
Arlington Hills land................................................
28,800.00
Oak Terrace land....................................................
32,000.00
Pelham Park improvements...................................
24,000.00
Arlington Hills improvements................................
1,200.00
Furniture and fixtures............................................
2,850.00
Auto bus..................................................................
12,400.00
R. E. Hill.................................................................
11,800.00
W. H. Dale......... ....................................................
20,475.40
Salesmen’s commissions..........................................
14,200.00
Office salaries...........................................................
4,350.00
Interest paid............................................................
1,950.00
Legal expense..........................................................
139,304.00
Receipts on Pelham Sales contracts......................
70,288.00
Receipts on Arlington Hills sales contracts...........
620.00
Telephone and telegraph........................................
1,125.00
Stationery and printing..........................................
14,925.00
Advertising..............................................................
$709,592.00 $709,592.00

An examination of the land-purchase contracts reveals the following:
Pelham Park land purchased February 1, 1928:
Cost of land, 200 acres at $1,000.00 per acre, $200,000.00
50% payable in cash
10% payable on February 1, 1929
10% payable on August 1, 1929
10% payable on February 1, 1930
10% payable on August 1, 1930
10% payable on February 1, 1931
Interest payable semi-annually on February 1st, and August 1st, at 6%
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Arlington Hills land purchased February 15, 1928:
Cost of land, 150 acres at $750.00 per acre, $112,500.00
60% payable in cash
20% payable on February 15, 1929
20% payable on February 15, 1930
Interest payable semi-annually on February 15th, and August 15th, at 6%
Oak Terrace land purchased September 1, 1928:
Cost of land, 60 acres at $800.00 per acre, $48,000.00
60% payable in cash
20% payable on September 1, 1929
20% payable on September 1, 1930
Interest payable semi-annually on September 1st, and March 1st, at 6 %
All of the above contracts provide that the company may resell 50% of the
land before it has entirely paid for the whole tract; after 50% of the tract has
been sold, all unpaid amounts to the original vendor become due immediately.
Future expenditures for improvements on the developed properties, in addi
tion to those already on the books, not including interest and taxes, were
estimated as follows:
Pelham Park.................................................... $24,000.00
Arlington Hills.................................................
30,600.00
The plat of the Pelham Park Subdivision shows that there are 800 lots, to be
sold at $1,000.00 each, while the plat of the Arlington Hills subdivision indicates
that there are 600 lots, to be sold at $900.00 each.
Estimates were obtained indicating that the company’s portion of the ac
crued real-estate taxes for 1928 was as follows:
Pelham Park...................................................... $3,600.00
Arlington Hills...................................................
1,950.00
Oak Terrace.......................................................
320.00

Total...............................................................

$5,870.00

Taxes and interest on the undeveloped tract are to be capitalized; but on the
developed tracts they are to be treated as expenses for the current year.
The general ledger of the company does not show the amount of sales;
however, an individual ledger card is kept for each lot purchased, having
thereon the contract price and all payments received. An analysis of these
cards follows:
Pelham Park:
Active contract accounts on which all instalments of prin
cipal and interest have been paid to date—
Lots sold: 356 at $1,000.00 each............................... $356,000.00
Payments on principal................................................ 132,912.00
Interest payments.......................................................
3,566.00
Forfeited payments.....................................................
2,826.00

Arlington Hills:
Active contract accounts on which all instalments of prin
cipal and interest have been paid to date—
Lots sold: 212 at $900.00 each.................................. $190,800.00
Payments on principal................................................
67,416.00
Interest payments.......................................................
1,272.00
Forfeited payments.....................................................
1,600.00
Income from sales is to be computed on the instalment basis and the same
method should be followed in ascertaining the income tax for the year. All
sales were instalment sales as defined by the statute. In the case of forfeited
contracts, the buyer can not recover the instalments already paid by him.
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Salesmen are entitled to commissions of 10% on the cash received on account
of principal. All commissions due had been paid at December 31, 1928.
The legal expenses in connection with the purchase of land consist of the
following:
Pelham Park................................................................. $400.00
Arlington Hills..............................................................
300.00
Oak Terrace..................................................................
300.00
Legal expense in connection with preparation of form
of sales contract.....................................................
450.00
Legal expense in connection with organizing of com
pany .......................................................................
500.00
---------$1,950.00
The first three items should be capitalized; the last two items should be re
garded as current expense.
In verifying the expenditures for fixed assets, you find that the $2,850.00
on the books for auto bus represents the initial payment and that the bus was
purchased on December 31, 1928, for $9,500.00, the balance being due in ten
equal instalments of $665.00 each on the 31st of each month.
Depreciation on furniture and fixtures should be provided on the basis of
10% per annum. The equipment was purchased at various dates between
January 1, 1928, and December 31, 1928.
The minutes provide that the officers, R. E. Hill and W. H. Dale, are to
receive $15,000.00 each for their services during 1928. These salaries have
not been expressed on the books.
Prepare the balance-sheet of the company as at December 31, 1928, and a
statement of profit and loss reflecting as nearly as possible the profit on each
subdivision.

Solution:
The following adjusting journal entries are given for the purpose of explaining
the adjustments in the working papers on pages 382 and 383:
(1)
Pelham Park land.................................................... $100,000.00
Arlington Hills land................................................
45,000.00
19,200.00
Oak Terrace land....................................................
Land contracts payable—due 1929....................
Land contracts payable—due 1930-1931...........
To charge land accounts with the balance of
cost and to set up the liability under the purchase
contracts.
(2)
384.00
Oak Terrace improvements....................................
Interest paid............................................................
3,512.50
Accrued interest payable.....................................
To set up accrued interest payable.

(3)
Pelham Park improvements...................................
Arlington Hills improvements................................
Reserve for future expenditures for improve
ments:
Pelham Park....................................................
Arlington Hills.................................................
To charge improvements with proposed addi
tional improvements.
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(4)
320.00
Oak Terrace improvements.................................... $
5,550.00
Taxes........................................................................
$ 5,870.00
Reserve for taxes.................................................
To set up a reserve for estimated accrued real
estate taxes for 1928.
(5)
356,000.00
Contracts receivable—Pelham Park......................
190,800.00
Contracts receivable—Arlington Hills...................
356,000.00
Sales—Pelham Park............................................
190,800.00
Sales—Arlington Hills.........................................
To record the sales of lots, and contracts re
ceivable.
(6)
Receipts on Pelham Park sales contracts.............. 139,304.00
132,912.00
Contracts receivable—Pelham Park..................
3,566.00
Interest received—Pelham Park.........................
2,826.00
Forfeited payments—Pelham Park....................
To distribute the receipts on Pelham Park
sales contracts.
(7)
70,288.00
Receipts on Arlington Hills contracts....................
67,416.00
Contracts receivable—Arlington Hills...............
1,272.00
Interest received—Arlington Hills.....................
1,600.00
Forfeited payments—Arlington Hills.................
To distribute the receipts on Arlington Hills
sales contracts.
(8)
400.00
Pelham Park improvements...................................
300.00
Arlington Hills improvements................................
300.00
Oak Terrace improvements....................................
1,000.00
Legal expense.......................................................
To charge land accounts with the legal ex
penses incurred in connection with the purchase.
(9)
6,650.00
Auto bus..................................................................
6,650.00
Purchase contract—auto bus..............................
To set up the liability on the auto bus.
(10)
60.00
Depreciation—furniture and fixtures.....................
60.00
Reserve for depreciation—furniture and fixtures
To write off depreciation on furniture and fix
tures acquired during the year.
(11)
30,000.00
Officers’ salaries......................................................
12,400.00
R. E. Hill.............................................................
11,800.00
W. H. Dale...........................................................
5,800.00
Accrued salaries of officers..................................
To record officers’ salaries for the year 1928.
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The Hill and Dale
Working papers,
Trial Balance
December 31, 1928
Dr.
Cr.
$371,396.60
$500,000.00
100,000.00
32,000.00

Particulars
Cash...........................................................................
Capital stock outstanding.................................
Pelham Park Land...............................................
Pelham Park improvements..............................
Arlington Hills land.............................................
Arlington Hills improvements..........................

67,500.00
24,000.00

Oak Terrace land..................................................
Oak Terrace improvements...............................

28,800.00

Furniture and fixtures........................................
Auto bus.................................................................
R. E. Hill................................................................
W. H. Dale.............................................................
Salesmen’s commissions.....................................
Office salaries.........................................................
Interest paid..........................................................
Legal expense............. ...........................................
Receipts on Pelham Park sales contracts....
Receipts on Arlington Hills sales contracts
Telephone and telegraph....................................
Stationery and printing......................................
Advertising.............................................................

1,200.00
2,850.00
12,400.00
11,800.00
20,475.40
14,200.00
4,350.00
1,950.00

620.00
1,125.00
14,925.00

AdjustDr.

(1) $ 100,000.00
24,000.00
(3)
400.00
(8)
45,000.00
(1)
30,600.00
(3)
300.00
(8)
19,200.00
(1)
384.00
(2)
320.00
(4)
300.00
(8)
(9)

139,304.00
70,288.00

6,650.00

(2)

3,512.50

(6)
(7)

139,304.00
70,288.00

$709,592.00 $709,592.00

Land contracts payable—due 1929..................
Land contracts payable—due 1930 and 1931
Accrued interest payable...................................
Reserve for future expenditures for improve
ments:
Pelham Park......................................................
Arlington Hills..................................................
Taxes........................................................................
Reserve for taxes..................................................
Contracts receivable—Pelham Park................
Contracts receivable—Arlington Hills...........
Sales—Pelham Park............................................
Sales—Arlington Hills........................................
Interest received—Pelham Park......................
Forfeited payments—Pelham Park...............
Interest received—Arlington Hills..................
Forfeited payments—Arlington Hills.............
Purchase contract—auto bus............................
Depreciation—furniture and fixtures.............
Reserve for depreciation—furniture and fix
tures ........................................................
Officers’ salaries.....................................................
Accrued salaries of officers.................................
Cost of lots sold—Pelham Park.......................
Cost of lots sold—Arlington Hills..................
Land and improvements:
Pelham Park......................................................
Arlington Hills..................................................
Profit and loss:
Pelham Park..................................................
Arlington Hills..................................................
Deferred profit on instalment sales.................

(4)

5,550.00

(5)
(5)

356,000.00
190,800.00

(10)

60.00

(11)

30,000.00

(12)
(12)

114,098.00
59,148.00

(13)
(13)

151,588.30
85,134.96
$1,432,637.76

Transfer to general profit and loss:
Profit on Pelham Park lot sales..............

Profit on Arlington Hills lot sales...............

Net profit before provision for federal in
come taxes...................................................
Federal income taxes for year......................
Federal income taxes payable......................
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Realty Company
December 31, 1928

ments

Cr.

Profit
Pelham
Park

and
Arlington
Hills

loss
General

Balance-sheet
Dr.
Cr.
$ 371,396.60
$ 500,000.00
200,000.00
56,400.00
112,500.00
54,900.00
48,000.00

(11) $
(11)

(8)

1,004.00
1,200.00
9,500.00

12,400.00
11,800.00

$13,573.80

$6,901.60

5,500.00

2,362.50

1,000.00

$14,200.00
950.00
620.00
1,125.00
14,925.00

(1)
(1)
(2)

72,100.00
92,100.00
3,896.50

(3)
(3)

24,000.00
30,600.00

(4)
(6)
(7)
(5)
(6)
(6)
(7)
(7)
(9)

72,100.00
92,100.00
3,896.50

3,600.00

24,000.00
30,600.00

1,950.00

5,870.00
132,912.00
67,416.00
356,000.00 356,000.00*
190,800.00
190,800.00*
3,566.00
3,566.00*
2,826.00
2,826.00*
1,272.00*
1,272.00
1,600.00
1,600.00*
6,650.00

223,088.00
123,384.00

5,870.00

6,650.00

60.00

(10)

60.00

(11)

5,800.00

(12)
(12)

114,098.00
59,148.00

(13)

236,723.26

60.00
30,000.00
5,800.00

114,098.00
59,148.00
114,098.00
59,148.00

151,588.30

85,134.96

236,723.26

$1,432,637.76

$74,031.90

74,031.90*

$38,174.94

38,174.94*
$50,326.84

50,326.84
6,765.22

6,765.22
$1,208,137.82 $1,208,137.82
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(12)
Cost of lots sold—Pelham Park.............................
Cost of lots sold—Arlington Hills..........................
Land and improvements—Pelham Park............
Land and improvements—Arlington Hills........
To record cost of lots sold:

Cost of land...........
Improvements....

$200,000.00 $112,500.00
56,400.00
54,900.00

Total cost...........

$256,400.00 $167,400.00

800

600

320.50 $
356

279.00
212

Cost per lot............
Lots sold.................

$

Cost of lots sold...

$114,098.00

$59,148.00

(13)
Profit and loss—Pelham Park................................
151,588.30
Profit and loss—Arlington Hills.............................
85,134.96
Deferred profit on instalment sales....................
To defer unrealized profit on instalment sales:
Pelham Park

Arlington
Hills

$114,098.00
59,148.00

Arlington
Hills

Pelham Park

Lots in plat............

$114,098.00
59,148.00

236,723.26

Together

Sales........................... $356,000.00 $190,800.00 $546,800.00
Cost of sales
356 lots at $320.50 114,098.00
212 lots at $279.00
59,148.00 173,246.00

Gross profit..............

$241,902.00 $131,652.00 $373,554.00

Percentage of gross
profit..................

67.95%

Collections................

$132,912.00

69.00%

$ 67,416.00 $200,328.00

Realized gross
profit................. $ 90,313.70 $ 46,517.04 $136,830.74
Deferred profit........
151,588.30
85,134.96 236,723.26
Total gross profit. .. $241,902.00 $131,652.00 $373,554.00

Computation of federal income taxes

Profit for the year ended December 31, 1928 (ex
hibit “B”)........................................................
$50,326.84
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Add: Non-deductible items:
Organization expenses................. $
500.00
Estimated accrued real-estate taxes for
1928.........................................................
5,550.00

$6,050.00

Taxable income.......................................................
Rate of tax...............................................................

$56,376.84
.12

Income tax payable.................................................

$6,765.22

Exhibit “A ”

The Hill and Dale Realty Company
Balance-sheet, December 31, 1928

Assets
Current assets:
Cash.............................................................................
Contracts receivable:
Pelham Park..............................................................
Arlington Hills...........................................................

$371,396.60
$223,088.00
123,384.00

346,472.00 $ 717,868.60

Land and improvements:

Pelham
Arlington
Oak Terrace
Park (being Hills (being
(not on
marketed)
marketed)
market)
Cost of land......................................... $200,000.00 $112,500.00 $ 48,000.00
Cost of improvements.......................
56,400.00
54,900.00
1,004.00

Total.................................................. $256,400.00
Charged cost of sales.........................
114,098.00
Inventory.........................................

$142,302.00

Fixed assets:
Furniture and fixtures............................................
Less: Reserve for depreciation...................................

$167,400.00 $ 49,004.00
59,148.00

$108,252.00 $ 49,004.00

$

1,200.00
60.00$

1,140.00

9,500.00
-----------------

Auto bus..........................................................................

299,558.00

10,640.00
$1,028,066.60

Liabilities and net worth
Current liabilities:
$ 3,896.50
Accrued interest payable.......................................
5,870.00
Reserve for real-estate taxes......................................
5,800.00
Officers’ salaries accrued..............................................
6,765.22
Federal income taxes payable...................................
6,650.00
Purchase contract—auto bus.....................................
Land contracts payable—due 1929:
Pelham Park.............................................................. $ 40,000.00
Arlington Hills..........................................................
22,500.00
72,100.00
Oak Terrace...............................................................
9,600.00
----------------- $ 101,081.72
92,100.00
Land contracts payable—due in 1930 and 1931.........
Reserve for future expenditures for improvements:
Pelham Park..................................................................
$ 24,000.00
30,600.00
54,600.00
Arlington Hills..............................................................
Deferred profit on instalment sales.............................
Net worth:
Capital stock outstanding.....................................
Surplus:
Profit for the year ended December 31, 1928
(exhibit “B”)...................................................
Less: Provision for federal income taxes.............

236,723.26

$500,000.00
$ 50,326.84
6,765.22

43,561.62

543,561.62

$1,028,066.60
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Net profit for year (before provision for federal
income taxes) ...................................................

Less: General expenses:
Office salaries.......................................................
Legal expense......................................................
Telephone and telegraph.....................................
Stationery and printing ......................................
Advertising..........................................................
Depreciation of furniture and fixtures...............
Officers’ salaries...................................................

Profit before general expenses................................

Interest paid ........................................................
Taxes....................................................................

Less: Assignable expenses:
Salesmen’s commissions......................................

$13,573.80
5,500.00
3,600.00

$93,139.70
3,566.00

Total gross profit...................
Interest on instalment accounts ............................

$74,031.90

22,673.80

$96,705.70

$90,313.70
2,826.00

Gross profit realized................................................
Forfeitures...............................................................

Total profit and income..........................................

$241,902.00
151,588.30

Gross profit on sales ................................................
Less: Deferred profit on sales ................................

and

$ 6,901.60
2,362.50
1,950.00

$38,174.94

11,214.10

$49,389.04

$48,117.04
1,272.00

$ 46,517.04
1,600.00

$131,652.00
85,134.96

950.00
620.00
1,125.00
14,925.00
60.00
30,000.00

$ 14,200.00

$20,475.40
7,862.50
5,550.00

$ 50,326.84

61,880.00

$112,206.84

33,887.90

$146,094.74

$141,256.74
4,838.00

$136,830.74
4,426.00

$373,554.00
236,723.26

Exhibit “B ”
D ale R ealty C ompany
Statement of profit and loss for the year ended December 31, 1928
Pelham Park
Arlington Hills
subdivision
subdivision
Total
Sales.........................................................................
$356,000.00
$190,800.00
$546,800.00
Cost of sales*
Land and improvements..................................... $256,400.00
$167,400.00
$423,800.00
Less: Cost of lots unsold .....................................
142,302.00 114,098.00 108,252.00
59,148.00 250,554.00 173,246.00
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Students' Department
COMPUTATION OF COST OF SALES

Problem:
The general manager of the Paratex Sales Company hands you the following
statement, prepared by the company’s bookkeeper, with the request that you
recompute the cost of sales for the nine months ended September 30, 1928.

Inventory, December 31, 1927 (physical count, prices based on
actual costs incurred for year 1927)..................................... $ 35,261.18
Merchandise purchases, January 1, 1928, to September 30, 1928,
at actual cost.........................................................................
212,945.30
Total......................................................................................

$248,206.48

Less:
Book inventory at September 30, 1928, resulting
from estimated cost of sales..........................
$34,211.76
Adjustment to raise to physical inventory at same
date.................................................................
25,366.09
Total, representing physical inventory, priced
at last year’s unit costs............... :.........

59,577.85

Cost of sales...................................................

$188,628.63

In explanation of the statement the general manager says that during the
year monthly statements of profit and loss were prepared, although no physical
inventory was made until September 30th. The monthly costs of sales were
estimated figures and were obtained by multiplying the number of units sold
by the unit prices contained in the physical inventory of December 31, 1927.
However, the unit costs of merchandise purchased during the year have de
creased and the estimated cost of sales was therefore overstated. The general
manager states further that the physical inventory of September 30, 1928,
was not priced at the actual costs incurred during 1928, but that the prices
employed were the same unit costs as appeared in the December 31, 1927,
inventory. He thus concludes that the bookkeeper’s estimate of cost of sales
at September 30th has resulted in an understatement of the true cost of sales.
Upon inquiry you find that all the items in the inventory of December 31,
1927, were disposed of prior to September 30, 1928, and that the inventory at
the latter date is fairly representative of the purchases made during the ninemonths period.

Solution:
An analysis of the data given shows:
Inventory, December 31, 1927 (physical count, prices based on
actual costs incurred for year 1927).................................... $ 35,261.18
Merchandise purchases, January 1, 1928, to September 30,
1928, at actual cost...............................................................
212,945.30
Total (at actual cost)...........................................................
Less: Book inventory at September 30, 1928 (resulting from
estimated cost of sales, based on unit prices in the physical
inventory of December 31, 1927)........................................

$248,206.48

34,211.76

Cost of sales at prices based upon the unit prices used in the
inventory of December 31, 1927.......................................... $213,994.72
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Less: Merchandise included in inventory of December 31, 1927

$35,261.18

The amount at which the purchases, January 1, 1928, to Sep
tember 30, 1928, were charged to cost of sales...................
$178,733.54
Add: Physical inventory, priced at last year’s unit costs.............
59,577.85
The amount of purchases priced at the unit prices used in the
inventory at December 31, 1927.......................................... $238,311.39
Deduct: Actual cost of the merchandise purchased, January 1,
1928, to September 30, 1928................................................
212,945.30

Adjustment, per books, resulting from the overpricing of pur
chases.......................
$ 25,366.09
The actual cost of purchases applicable to cost of sales and the inventory
at September 30, 1928, may now be obtained by prorating the cost as follows:

At unit
prices used
in inventory
of December
Percentage
Cost
Particulars
31, 1928
$159,708.98
75%
Purchases charged to cost of sales.. . $178,733.54
53,236.32
59,577.85
25%
Inventory, September 30, 1928. ...
Total....................................... . $238,311.39

100%

$212,945.30

The cost of sales is, therefore:
Inventory, December 31, 1927....................................................
Purchases charged to cost of sales................................................

$ 35,261.18
159,708.98

Cost of sales..............................................................................

$194,970.16

Another method which may be used follows:
$25,366.09 (amount of over-pricing)
times $59,577.85 (physi$238,311.39 (purchases at December 31, 1927, prices)
cal inventory at last year’s unit costs)=$6,341.53 (the amount of overpricing
applicable to the inventory at September 30, 1928, priced at last year’s unit
costs).
Computation of cost of sales:
Inventory, December 31, 1927................................................
$ 35,261.18
Purchases..................................................................................
212,945.30

Total......................................................................................
Deduct: Inventory, September 30, 1928:
Inventory priced at 1927 prices.................... $59,577.85
Less: Over-pricing (per above)......................
6,341.53

$248,206.48

Cost of sales...............................................................................

$194,970.16
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Book Reviews
CORPORATION PROFITS, by Laurence H. Sloan. Harper & Bros.,
New York. 365 pages.
Corporation Profits is such a book as one might expect, or at least hope for,
from the head of a high-class commercial-statistics organization.
The title is inadequate; the author has obtained statistics for 1926 and 1927,
covering five hundred and fifty of the largest corporations in this country,
and has prepared therefrom composite balance-sheet and profit-and-loss ac
count, tables of comparative figures (for individual corporations) of earnings,
of all kind of assets and liabilities, of depreciation provisions, cash position,
etc. One can not imagine any instructive comparison to be obtained from
published figures that is not in this book. The sensation of the reader is that
of wallowing in information.
As a basis for statistical comparisons the author has considered all capital
stock and surplus and all funded debt as invested capital; he has considered as
“ net profit ” that which is usually called “net operating profit,” or profit before
bond interest and amortization of bond discount. This plan has the merit of
bringing to an equivalent basis the profits of corporations having varying
capital structures, but it should be kept in mind while reading the book or some
of the figures will mislead. With each set of figures the author gives explana
tions and comment, but offers at this point no opinion of a controversial char
acter. The comment is thoughtful and sensible. After completing a section
the author does a strange and admirable thing; he offers his perhaps con
troversial opinion under a bold central heading, “ Opinion,” carefully separating
ascertained facts from his own judgment.
Generally the opinions given are sound; there is evidence that his mind is
tinctured by the predilections of a statistician; thus he is exercised over the
variation in ratio of depreciation provision to property investment, saying that
“there is a total lack of consistency in the reporting of depreciation and de
pletion,” and “ a corresponding lack of consistency in the amounts which various
corporations allow for depreciation.” This is exaggerated; and when the author
says, on page 54, that “ in the majority of cases the corporations which allow
materially less than 52/3 per cent. of property valuation for depreciation”
are subject to suspicion, one feels that too little weight has been attached to
the variance of conditions as between corporations. The two thirds of one
per cent. is a characteristic statistician’s touch. So is the weight given to
computations of percentage of depreciation to total amount of property valua
tion where that valuation is net after deducting depreciation to date. Depre
ciation rates should be computed on original value.
If there has been any benefit to accounting from the federal income-tax
laws, it is the improvement of the methods of computing ordinary depreciation;
decent corporations are now fairly consistent, although perfection is still a
little way off.
To accountants the author has much to say, all worthy of consideration; he
jeers at a textile corporation that carried an entry “ depreciation on apprecia
tion on machinery and equipment,” saying that it first wrote up the asset value
and now is engaged in the task of writing it down again, in which jeering I
humbly join.
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Then the inconsistency of terminology is attacked; the terms in which com
panies describe the opening item of their published earnings statements are
shown to be of much variety. There is too much variety; but a general term
for gross income, applicable equally to amusement concerns, shipping com
panies, telegraph and radio companies, and other commercial enterprises
would necessarily be lacking in precision. Some variety is desirable.
After all his excellent analytical work the author is unwise enough to issue a
“ challenge,” in which he says that his objections to insufficient and misleading
reports of corporations could be corrected by following the form of an “ideal”
financial report which he offers. This ideal form is below par; to give a single
instance, reserves for bad debts and for inventory adjustments are to be taken
up as current liabilities. A company, with a given amount of accounts re
ceivable, of which half were uncollectable and covered by reserve, that did not
owe one cent to anyone, would, under the author’s arrangement, have a ratio
of current assets to current liabilities of 2 to 1, from which it may be deduced
that, as there were no liabilities, there were current assets equal to 0 X 2=0.
However, there is so much to be grateful for in this book that petty cavil at
minor blemishes is in bad taste. The author’s desire for bigger and better
annual reports of corporations should have the support of accountants.
The printing, arrangement and indexing are good; the proofreading is not
quite so good. Item 4 of assets in the balance-sheet, page 341, should be
corrected in the next edition.
F. W. Thornton.
INCOME TAX PROCEDURE, 1929, by Robert H. Montgomery. The
Ronald Press Co., New York. 738 pages.
Income-tax Procedure, 1929, is a supplement to the author’s 1927 book of the
same name and brings up to date the procedure for determining net income and
tax, the preparation of returns and payment.
The subject matter is divided into four parts, as follows: part I, application
and administration; part II, income; part III, deductions; part IV, special
classes of taxpayers. The appendix contains the revenue acts of 1928 and 1926
and parallel references showing corresponding sections of 1926 and 1928 acts,
as well as corresponding articles of regulations 69 and 75. As is usual with the
works of this author, the book is well indexed, making easy the task of finding
any desired subject.
Colonel Montgomery’s works on the subject of income taxes, accounting and
finance are so well known not only to the accountancy profession, but to the
business world, that the difficulty of adequately describing one of them in the
brief limits of a review will be generally appreciated.
In the pursuance of my duties as an accountant, I had occasion, a few years
ago, to go to a small town in a remote corner of the country. I had not been in
the client’s office long before I noticed a bookcase in which were several volumes
of Colonel Montgomery’s books on accounting, auditing and income taxation.
Upon asking the client if the display of accounting books had just recently
been placed in the bookcase as a graceful gesture of welcome to me, I was in
formed that those books were for his own information and guidance. To the
question whether he had read any of them from cover to cover or not he replied
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in the negative, but said that he used them to post himself on any problem with
which the books dealt that might arise in his business. His reply, it seems,
reveals the true reason for the popularity of the works of this author. They
are invaluable as commentators and references upon the subjects of which they
treat.
Furthermore, the author has no illusions as to the infallibility of interpreta
tions of the law by those who promulgate the regulations and rulings. In this
respect his works upon federal taxes have been a spur to the practitioner’s own
initiative and have, in many instances, prevented acceptance without question
of many of the regulations the purport of which were obviously in disagreement
with the language of the law itself. Anyone who reads the decisions of the
courts, released from week to week, realizes how often one has accepted without
objection certain regulations and rulings that later, when put to the test, were
found to be erroneous. In the author’s former books much was found to give
their readers warning of such erroneous rulings and thus put them on guard
against a feeling of too great security in the fiats laid down in the commissioner’s
interpretations. It is cheerfully acknowledged that the task of the commis
sioner has been very heavy and that one must admire the way in which many
abstruse sections of the acts have been clarified in the regulations, but it is be
lieved that no body of men could perform a task of such magnitude without
error, and a good tax practitioner has not conscientiously discharged his duty
to his client if he permits him to pay a tax not intended by the law.
Commendation of Colonel Montgomery’s 1929 volume on federal income-tax
procedure can be unreserved. To the student it will be a great aid and to the
practitioner a handy and reliable book of reference.
Stephen G. Rusk.
FEDERAL INCOME TAXATION, by Joseph J. Klein. John Wiley & Sons,
Inc., New York. 2353 pages.
A young entrant into the accountancy profession recently inquired of The
Journal of Accountancy what books he should acquire for his library to
enable him to get a grasp of the subject of federal income taxation. The
inquirer admitted that he was not versed in the lore of taxation of this nature,
but intended to apply himself with zeal to master the subject. To one who has
had more or less constant contact with federal tax problems, which began with
the act of 1909, and has acquired through the years since then whatever is
known to him of the subject, the task of advising the aspirant seemed par
ticularly arduous. A reply having been attempted which it was hoped would
be, at least, helpful, it seemed that he would be a courageous student who would
not be daunted by a task of such proportions.
At that time Doctor Klein’s book, Federal Income Taxation, had not been re
leased and made available to the public. Had this book come to my attention,
I should have felt that my responsibility as advisor would have been appre
ciably lightened, for Doctor Klein has made, in my opinion, a distinctive con
tribution to the lore upon the subject of which his book treats.
It has always been presumed that a reviewer of a book must have carefully
read and thoroughly digested all that it contains. In justice to Doctor Klein it
is admitted that it has not been done in this case, but a careful search through
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its pages has been made to observe the character of the information it contains,
the method in which it is presented and the style of the writer.
Doctor Klein states in his opening paragraphs that “this book deals pri
marily with the recent series of federal income-tax acts and particularly with
the revenue act of 1928.” The opening chapter is entitled “History of the
income tax” and its paragraphs deal briefly with the numerous income-tax acts
from those of 1861 and 1862 to the present act of 1928. The second chapter is
entitled “Bird's-eye view of the 1928 act,” a reading of which prepares the
way for the more serious contemplation of the subject. Subsequent chapters
lead one easily to part II which deals with gross income, deductions, credits
against income, etc.
Doctor Klein’s style of presentation of the subject is, of course, clear and
concise, a talent which, it is presumed, was highly developed during the years
in which he presented the subject to the students to whom he lectured. This
attribute is illustrated by the able manner in which the statutes of limitations
are explained. It was thought by this reviewer that the author’s treatment of
the subject of these limiting statutes would prove a fair test of his clarity of
style, and upon reading his presentation no lingering doubt remained of his
ability to make plain to students’ minds the purpose and effect of the limita
tions on the assessment and collection of federal income taxes.
An idea of the inclusiveness of the information revealed in this work may be
gained from the following list of topics: part I, preliminary topics; part II,
factors in the determination of the tax; part III, classes of taxpayers; part IV,
procedure in determination of tax; part V, assessment, payment and collection;
part VI, penalties and penal provisions; part VII, general topics. The magni
tude of the task performed by Doctor Klein and those associated with him can
be appreciated to some extent by regarding the seventeen hundred and fifty-two
pages of the book, and the appendices, indexes and citations contained in
some six hundred additional pages. The volume is not large nor unwieldy,
and it is worthy of note that so many pages can be compressed into a volume
of ordinary size.
Stephen G. Rusk.

AUDITORS’ REPORTS AND WORKING PAPERS, by DeWitt Carl
Eggleston. John Wiley & Sons, Inc., New York. 305 pages.
Auditors’ Reports and Working Papers is a companion volume to Professor
Eggleston’s Auditing Theory and Practice and illustrates by means of concrete
cases the various theories and methods set forth in the latter. Part 1 contains
full working papers and reports in five sets covering book publishers, cotton
goods converters, investors, stock brokers and manufacturers. Each set is
prefaced by a few comments explaining the special features in auditing that
particular kind of business, and is followed by the requisite working papers,
audit programme, statements, income-tax return, etc. The author follows
generally accepted standards.
Part 2 contains illustrative reports without working papers. These deal
with department stores, mining companies, manufacturing company, public
utilities and public-service company (railroad). The main idea in this part is to
impress on the student’s mind the important points that should be emphasized
in a report. Review questions follow each report.
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Two problems without answers are given at the close of each part for the pur
pose of testing the student’s grasp of the subject. A good index closes the book.
An excellent manual for the student, it is also a handy guide for the young
practitioner to consult as his practice widens. The field of auditing is pretty
well covered, though perhaps it may be regretted that the author did not in
clude the automotive and moving-picture industries. There are peculiar fea
tures in the selling end of these which need attention and standardizing.
W. H. Lawton.

MARGINS, EXPENSES AND PROFITS IN RETAIL HARDWARE
STORES, by Horace Secrist and J. A. Folse. A. W. Shaw Co.,
Chicago. 174 pages.
The authors of Margins, Expenses and Profits in Retail Hardware Stores have
undertaken a task of considerable magnitude and have dealt with it in a manner
which might be put down as a model of organized thought and mathematical
reasoning. Their object was to “define as accurately as possible, with the
data available, the effects of variable volumes of business and differences in
location upon the conditions and results of retail-hardware-store operation.”
In order to do this they made a study of the margins, expenses and profits of
437 nationally distributed stores for the three years 1923, 1924 and 1925, both
individually and collectively, and it is the result of this study which is sum
marized in the volume under discussion.
The whole book is admirably planned. It is subdivided into two sections.
Part I summarizes and classifies the data obtained in order to show the manner
in which (a) city size, and (b) volume of sales, treated independently, affect
margins, expenses and profits. Part II then proceeds to utilize the original
data obtained and the further information developed in part I in establishing
definite relations between profits (as representing the difference between mar
gins and expenses) and volume of sales and city size considered simultaneously.
As an academic study the subject has been perfectly handled and there is
evidence of meticulous care and attention to detail throughout. One is com
pelled to wonder, however, whether any considerable market can be found for
a volume of this type outside scholastic spheres. The results obtained and the
conclusions are undoubtedly of great value, but do not occupy more than a
small section of the book, the greater part of which is devoted to a description
of the mathematical and analytical technique through the exercise of which
they have been achieved.
This book should be of value to public accountants specializing in retail
store work or to accountants employed by stores of this type, but it could
hardly be recommended as one that should find its way into the library of
every public accountant.
Harold R. Caffyn.
ACCOUNTING AND FINANCE, by Leon E. Brownell. John Wiley &
Sons, Inc., New York. 244 pages.
In the face of an almost overwhelming avalanche of books on the subject of
accounting principles, Accounting and Finance, the latest addition to the
Wiley Accounting Series, H. T. Scovill, editor, is welcome. With present
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emphasis apparently being laid on everything except practice, it is indeed en
couraging to be permitted to review a book containing the earmarks of having
been written by one who not only knows what is common-sense practice (the
author is an officer of the Savage Arms Corporation), but has the courage of
his convictions. Of course, no book ever written has been free from some
criticism, even of a deserved type, yet the reviewer is certain that, with its
possible few shortcomings, this book will stand the acid test of use.
The preface states that “while this work has not been written solely for the
beginner, its principal claim for a place among the many splendid texts already
published is its presentation of working methods and technique.” The re
viewer, however, can not classify this text exactly as a beginner’s book, even
though much in the first eleven chapters reflects the approach of a basic text.
Probably it will be found most useful by those who, having a fair understanding
of practical bookkeeping mechanics, desire more light rather than a course in
argumentation.
Mr. Brownell’s style, crisp and terse, is highly acceptable, except that un
doubtedly the addition of, say, fifty pages more of text matter (there are only
192 pages of text matter) to hold a little more explanation and elaboration
would be exceedingly desirable to the average interested person—who is not
trained in the psycho-analytic process of presenting facts of a financial nature.
Nevertheless, such brevity may be excused on the ground that it is the error
of one who knows and who daily is required to meet situations, rather than that
of one who through argument attempts to gain support for a view plausible
but impracticable. Good judgment was evident on the part of the publishers
in taking such a book for publication instead of first requiring that it be re
vamped to contain at least a minimum of 100,000 words.
Of the nineteen chapters, undoubtedly the most interesting are those con
cerned with corporations—from chapter twelve to the end of the book. Many
useful ideas seldom seen are therein included. There are fifty pages of prob
lems sprinkled through the book at the end of the various chapters—128
problems in all. The index, however, is subject to severe criticism, being
only two pages in length; yet, since most book indices are practically useless
except as space fillers, this index is no worse than the usual run.
The text matter starts out with the usual statement approach, passes to an
explanation of assets and liabilities, and then to the double-entry recording,
adjusting and closing procedures, this being followed by about two chapters
on statements. Following this, special matters receive comment in relation
to partnerships and corporations, approximately one hundred pages being
devoted to corporations alone. The reviewer believes that chapter seven
should be brought in ahead of chapter six—that a discussion of the work sheet
should precede the discussion on closing.
The illustrative entries submitted carry no explanations nor any indication
that explanations should be utilized; this is to be regretted if for no other reason
than that it is apt to lead to a false notion that explanations are unnecessary.
It seems to the reviewer that carefully framed explanations are indicative of
a good accountant.
Not in excess of a half-dozen errors in spelling and punctuation were noticed.
Every book offers occasion for a difference of opinion on matters of theory.
Yet since this is a review, not an article on the theory of accounts; since ac
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counting science just now seems to need plenty of support from those with a
sane and practical viewpoint, and since the points to which personal objection
is made are not of major import (real estate, for example, is used in the balancesheets for land and buildings), it is perhaps best not to mention them.
Although there is nothing radically new in this book, it is a good little
volume, deserving of favorable, rather than unfavorable, comment.
George E. Bennett.

ELEMENTARY ACCOUNTING, by Frank Hatch Streightoff. Harper
& Bros., New York. 501 pages.
Elementary Accounting is a textbook, unique in that neither author nor pub
lisher suggests that it would serve admirably also as a business reference book.
A book such as this is a delight to a reviewer. He need have no thought of
condemning by scant praise on the one hand, or fear of exaggerating by ex
travagant commendation on the other.
Accounting is presented here as a part of the dynamics of business life. The
author fascinates by going from the known to the unknown as smoothly as
Alice in Wonderland. The unknown here consists of the vast fund of informa
tion on the way business is done which is given with the discussion on accounting,
but it is so well written that the reader is not conscious of any deviation from
the straight accounting presentation. The book is not cluttered up with
extraneous materials, neither are any chapters inserted for padding, yet chap
ters are well outlined and summarized, greatly to the aid of the learner. It is a
complete course in the fundamentals of accounting (as the author sees the
scope of these fundamentals) with abundant exercises, review questions and a
practice set—and it is nothing more. The style is bell-like—sharp, clear and
simple. The reader should not be troubled with the presentation.
The author approaches the subject through the trading statement. Trading
is promptly and clearly connected with the balance-sheet and with the state
ment of profit and loss. No attempt is made to exhaust all the subjects pre
sented. In discussing partnership, for example, no mention is made of sale of
an interest and admission of a new partner, or of serial distribution of assets
on liquidation. The discussion on depreciation, however, is remarkably clear
and complete for an elementary text. Among the chapters which serve to
give a full rounded picture of the subject to the learner who does not intend
to continue accounting study are those on the factory ledger, bonds, the sinking
fund, investments, interpreting financial statements, mechanical aids and design
ing sets of books.
It is evident that the author has focused attention for a long period of
time on the development of a text which shall impart a maximum of ac
counting knowledge with a minimum of well directed effort—and that he has
succeeded. The publishers are to be congratulated on the excellent way the
book is printed and bound. After working with some recent books in the field
the reviewer can not refrain from expressing appreciation of the excellent book
making of this text.
Charles A. Glover.
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writings, etc. I solicit the consideration of public accounting
organizations needing a manager or supervisor, private cor
porations needing an auditor, comptroller or treasurer or
banking organizations seeking an accounting investigator.
Box No. 21, care of The Journal of Accountancy.

Certified Public Accountant
(Ohio), 33, married, desires position as Treasurer, Comptroller
or Auditor of large corporation. 10 years experience in income
tax, private and public accounting. Minimum salary $6,000.
Box No. 17, care of The Journal of Accountancy.

C. P. A. — Lawyer
Desires position with large industrial corporation. Fifteen
years diversified accounting experience. Certified Public
Accountant (Mass.) and member of Massachusetts Bar.
Protestant, Age 37. Now employed as executive accountant
by group of corporations. Salary open. Box No. 18, care of
The Journal of Accountancy.

Statement of the Ownership, Management, Circulation, Etc., Required by the
Act of Congress of August 24, 1912
of The Journal of Accountancy, published monthly at Concord, N. H., for April 1, 1929
State of New York
County of New York
SS.
Before me, a Commissioner of Deeds, in and for the state and county aforesaid, personally appeared Seymour N.
Marsh, who, having been duly sworn according to law, deposes and says that he is the Business Manager of the Journal of
Accountancy and that the following is, to the best of his knowledge and belief, a true statement of the ownership, manage
ment (and if a daily paper, the circulation), etc., of the aforesaid publication for the date shown in the above caption,
required by the Act of August 24, 1912, embodied in section 411, Postal Laws and Regulations, printed on the reverse of
this form, to wit:
1. That the names and addresses of the publisher, editor, managing editor, and business managers are:
Name of —
Post office address —
Publisher, The Journal of Accountancy, Incorporated
135 Cedar Street, New York, N. Y.
Editor, A. P. Richardson
135 Cedar Street, New York, N. Y.
Managing Editor, A. P. Richardson
135 Cedar Street, New York, N. Y.
Business Managers, Seymour N. Marsh
135 Cedar Street, New York, N. Y.
2. That the owners are: (If owned by a corporation, its name and address must be stated and also immediately
thereunder the names and addresses of stockholders owning or holding one per cent or more of total amount of stock. If
not owned by a corporation, the names and addresses of the individual owners must be given. If owned by a firm, com
pany, or other unincorporated concern, its name and address, as well as those of each individual member, must be given.)
The Journal of Accountancy, Incorporated, 135 Cedar Street, New York, N. Y., A. P. Richardson as Trustee for the American
Institute of Accountants, 135 Cedar Street, New York, N. Y.
3. That the known bondholders, mortgagees, and other security holders owning or holding 1 per cent or more of
total amount of bonds, mortgages, or other securities are: (If there are none, so state.) None.
4. That the two paragraphs next above, giving the names of the owners, stockholders, and security holders, if any’
contain not only the list of stockholders and security holders as they appear upon the books of the company but also, in
cases where the stockholder or security holder appears upon the books of the company as trustee or in any other fiduciary
relation, the name of the person or corporation for whom such trustee is acting, is given; also that the said two para
graphs contain statements embracing affiant’s full knowledge and belief as to the circumstances and conditions under
which stockholders and security holders who do not appear upon the books of the company as trustees, hold stock and
securities in a capacity other than that of a bona fide owner; and this affiant has no reason to believe that any other
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SEYMOUR N. MARSH, Business Manager.
Sworn to and subscribed before me this 29th day of March 1929.
SUSAN RANNEY
(Seal)
(My commission expires March 29, 1929.)
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Introduction to
Actuarial Science
By H. A. FINNEY

DUTIES OF THE JUNIOR
ACCOUNTANT
By W. B. REYNOLDS & F. W. THORNTON
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THE AMERICAN INSTITUTE OF ACCOUNTANTS
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has long been a de
mand for a clear elemen
tary text on Actuarial Science,
and it is hoped that the de
mand has been fully met by
this volume.
There

This work should appeal not
only to the accountant but to
many business men, touching
as it does on such subjects as
Interest, Rate, Frequency and
Time, also on the many phases
of the following subjects:

CHAPTER I
HIS series of Articles, written in response
to many inquiries from persons who are
considering the desirability of public account
ing as a means of livelihood, or who, having
studied therefor, are about to commence
practical work, does not aim to add anything
to the sum of human knowledge. Its object
is to set forth just what work is expected of the
beginner and of the more experienced junior
accountant.

T

WELVE chapters briefly describing each
step expected of a junior accountant in
conducting an audit from the very beginning
and at the end, valuable suggestions in making
your report of an audit to the senior accountant
in charge.

T

TABLE OF CONTENTS
I — Auditor's records
Beginning of the work
II — Verification of bank balances cash on
hand, etc.
Checking footings
III — Misuse of adding machines and lists
Checking and testing postings
Vouching entries
Accounts carried in foreign currency
IV — Verification of securities
V — Taking trial balances
Items not on trial balances
VI — Vouching capital assets and additions
thereto
Checking inventories
Making schedules
VII — Finishing the work
Use of percentages in reports
VIII —- Liabilities not taken up
Exhibits (for the client)
IX — Conduct of juniors in clients’ offices
Abuses discovered in clients' offices
X — Checking the correctness of the assistant's
own work
Utilizing waiting time
Systematic check-marks
XI — Care of papers
Care of clients' books and records
XII — Reports — Matter to be included
The style

Chapter

Single Investments
Annuities
Leasehold Premiums
Bonds
Depreciation

The book also contains prob
lems and solutions of some of
the above subjects.

A

Book Worth While

Price $1.50 delivered in the
United States of America

First published in book form in February,
1918, this book’s popularity has been consist
ently maintained. It is now in the sixth printing.

Price, in Cloth Board Binding, $1.00
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